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Q. 

A. 

Q. 

A. 

Please state your name, occupation and business address for the 

record. 

My name is Jodi Jerich. I am the Director of the Arizona Residential Utility 

Consumer Office (RUCO). My business address is 11 10 W. Washington 

Street, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

Governor Brewer appointed me to serve as the Director of RUCO in 

February 2009. The Arizona State Senate found my qualifications met the 

statutory requirements found in Arizona Revised Statutes §40-462 and 

confirmed my appointment. As Director, I oversee and approve all testimony 

and briefs filed by RUCO. In consultation with my staff, I direct the public 

policy decisions of the office. 

From 2003 through 2005, I was employed at the Arizona Corporation 

Commission as the Policy Advisor to Corporation Commissioner Mike 

Gleason. In that role, I advised the Commissioner on matters coming before 

the Commission. I was actively involved in the utility policy-making decisions 

of that Commissioner’s office. 
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Except for the time I was employed by the Commission, from 1997 through 

2008, I was employed at the Arizona House of Representatives. I held 

several positions during my tenure, eventually becoming Chief of Staff and 

Counsel to the Majority Caucus. Relevant to the question at hand, I advised 

Legislators on matters involving water, energy, Commission jurisdiction and 

utility security. 

In 2006, when Governor Janet Napolitano appointed Barry Wong to fill the 

Commission seat vacated by Commissioner Marc Spitzer’s appointment to 

the Federal Energy Regulatory Commission (FERC), I took a leave of 

absence from the Legislature for a short time in order to assist 

Commissioner Wong establish his office. 

Finally, I am a Phi Beta Kappa graduate of Indiana University. I also have a 

law degree from Indiana University and am a member of the Arizona and 

Tennessee bars. 

Q. 

A. 

Have you filed testimony previously in this docket? 

No. 
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Q. 

A. 

What is the purpose of your surrebuttal testimony? 

I will provide testimony on two issues. First, I will explain RUCO’s objection 

to the Company’s position on rate case expense. Notably, that the 

Company in its rebuttal testimony, now requests the Commission double its 

rate case expense amount because of RUCO’s participation in this matter. 

Second, I will discuss RUCO’s policy position on excess capacity. 

Specifically, I will testify why RUCO believes “prudent” expenditures and 

“used and useful” plant are two distinct concepts in utility ratemaking. My 

testimony on the policy considerations of excess capacity are meant to 

complement the technical calculations made of the amount of excess 

capacity of Goodman’s system by RUCO’s witness, Mr. Coley. 

RATE CASE EXPENSE 

Q. 

A. 

Q. 

Have you, in your position as Director of RUCO, ever filed testimony 

on rate case expense before? 

No. 

What compels you to address this matter, which is typically a routine, 

albeit disputed, issue in virtually every rate case? 
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A. 

Q. 

4. 

Q. 

4. 

Mr. Bourassa claims that RUCO’s intervention in this rate case is a direct 

cause of the doubling of rate case expense. 

“First, RUCO has intervened in this case which was not anticipated. 
In my experience, RUCO typically does not get involved in Class C 
and smaller company rate cases. Whatever the reason RUCO 
chose to intervene in the instant case RUCO’s infervention has 
and will cause a siQnificant increase in costs.” (emphasis 
added) 

(Bourassa Rebuttal Testimony, p. 33, lines 7-1 0) 

Does Mr. Bourassa’s assertion that RUCO’s involvement justifies a 

100% spike in rate case expense have any merit? 

None. Mr. Bourassa’s rebuttal testimony is both specious and inflammatory. 

His rebuttal testimony suggests that RUCO’s intervention actually injures 

customers because our participation will result in higher rates. This position 

infers that RUCO’s participation only serves to punish the ratepayers. If not 

conclusively repudiated now, the Commission can expect this message to 

be repeated in testimony for other utilities. 

Is RUCO allowed to intervene in rate cases of small utility companies? 

Yes. In A.R.S. §40-462, the Legislature directs RUCO to represent the 

interests of residential utility consumers before the Corporation 
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Commission. A.R.S. §40-464 authorizes RUCO to intervene, af the 

discrefion of fhe Director, in any rate case of a “public service corporation” 

as a party in interest no matter what the size of the Company. While RUCO 

does not have the resources to intervene in every rate case, we do our best 

to provide support to Arizonans who need a voice before the Commission. 

Q. 

A. 

So why did RUCO intervene in this matter? 

RUCO intervened for several reasons. 

First, Congresswoman Gabrielle Giffords’ office contacted RUCO and 

brought this rate case to our attention. A copy of the email from Ron 

Barber, Congresswoman Giffords’ District Director, to me is attached as 

Exhibit A. 

Second, State Senator AI Melvin contacted RUCO regarding this rate 

increase. Like Congresswoman Giffords, State Senator Melvin represents 

the residents served by Goodman Water. 

Third, several residents of Eagle Crest Ranch approached RUCO asking for 

our intervention in the rate case. 
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Fourth, the glaring issue of excess capacity of Goodman Water’s system is 

a matter of concern for RUCO. 

Q. 

A. 

Q. 

A. 

Isn’t it true that the Company could not have foreseen the issue of 

excess capacity raised in this rate case and that this justifies doubling 

rate case expense? 

Absolutely not. The Company had ample notice that excess capacity was 

going to be an issue in its rate case at the time it filed its Application. And it 

was in its Application that the Company provided its original estimated rate 

case expense. The Company has failed to provide any legitimate reason 

for increasing rate case expense beyond its original estimate filed in its 

Application. 

What support does RUCO have for claiming Goodman Water was on 

notice that excess capacity was “on the table” for this rate case? 

Prior to the filing of the Application, Commission Staff issued a Staff Report 

regarding Goodman Water’s system. In that Report, Staff noted the 

following: 

“Based on these plant capacities, this system can currently serve 
approximately 1,800 customers.. . In addition, Staff concludes that 
the water system has sufficient capacity to meet the customer 
growth through 201 9.” (emphasis added) 

September 2, 2010 Staff Report, p. 2 
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The service list shows that the Report was mailed to Goodman Water and to 

its attorney of record. Additionally, the Report was docketed and publicly 

available. 

Q. 

4. 

Q. 

A. 

And how many customers did Goodman Water have during the Test 

Year? 

626 customers.’ This customer count is well below the 1,800 customers 

that the system can accommodate as calculated by Staff. 

Even if the Company could reasonably foresee Staff raising the 

excess capacity argument, isn’t it fair to say that it could not have 

foreseen (1) RUCO’s intervention and (2) RUCO’s analysis of excess 

capacity? 

Not really. The level of customer discontent was so high that RUCO’s 

participation should not have come as a surprise. 

Furthermore, Mr. Bourassa is familiar with RUCO’s excess capacity 

argument. After all, it is the same excess capacity argument RUCO made 

See Bourassa Schedule H-2, p. 4. 
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in Gold Canyon.2 (Docket No. SW-02519A-06-0015) In fact, Mr. Bourassa 

was the expert witness for Gold Canyon in that matter. As Mr. Bourassa 

notes in his rebuttal testimony, “I am very familiar with that case, because I 

was both a consultant and witness for the Company.” (Bourassa Rebuttal 

Testimony, p. 19, lines 9-1 0) 

Q. 

A. 

Do you have any concluding remarks regarding rate case expense? 

Yes. The Company has failed to provide any legitimate reasons why the 

Commission should allow rate case expense over and above the 

Company’s original request of $80,000. $80,000 is a reasonable amount of 

rate case expense for several reasons. First, it is a rational amount of 

compensation when requesting a $262,717 rate in~rease.~ A $160,000 rate 

case expense is blatantly unreasonable when compared to the size of the 

requested overall revenue increase. A rate case expense that is roughly 2/3 

of the total increase is not only unreasonable, but offensive. The Company 

should know better than to make a request that in essence punishes its 

ratepayers through unreasonable and meritless rate case expense. 

Second, $80,000 is a reasonable amount because it is the amount 

requested by the Company in its Application. The Company is in the best 

~ ~~ 

RUCO’s excess capacity argument is the same although its calculations and methodology are 
different. For example, in Gold Canyon, RUCO did not recommend an extra 10% margin when 
calculating the amount of excess capacity. However, RUCO did recommend a reserve margin 
calculated in a different way applicable to the facts and circumstances of that case. The reserve 
margin benefits the utility in both cases. 

2 

See Bourassa Rebuttal Testimony, p. 2, lines 1-4. 3 

8 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Surrebuttal Testimony of Jodi A. Jerich 
Goodman Water Company, Inc. 
Docket No. W-02500A-10-0382 

position to make an informed cost estimate. At the time of its Application, it 

had notice that excess capacity was going to be a litigated issue. 

Furthermore, it knew that there was a significant amount of discontent 

among its ratepayers and RUCO’s intervention was certainly possible. 

In essence, Mr. Bourassa’s excessive and unsupported inflation of rate case 

expense sends the wrong message to customers, to elected officials, RUCO 

and to the Commission. 

To customers, Mr. Bourassa’s testimony states that customers should not 

request RUCO intervene in their rates cases. For if they do, the utility will 

only ask for more rate case expense and, in the end, RUCO’s participation 

will only end up hurting the customers’ wallets. Another way of looking at 

this is that any success RUCO’s participation would have in reducing a rate 

increase would only be wiped out by an alleged increase in rate case 

expense. 

To elected officials, Mr. Bourassa’s testimony signals that these officials 

should not get involved in matters involving their constituents. For if they 

do, they run the risk of elevating rate case expense. 

To RUCO, Mr. Bourassa’s testimony attempts to provide a chilling effect on 

the decision making of the Director. 
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To the Commission, Mr. Bourassa’s testimony impedes on the necessary 

balancing of interests between ratepayers and the utility. For Mr. Bourassa, 

the Company can hire him and other high priced experts to advocate on its 

behalf. But customers deserve no similar advocate. 

It is true that RUCO does not typically intervene in cases involving smaller 

utilities. RUCO simply does not have the financial and staff resources to 

intervene in every rate case. However, that does not mean that RUCO will 

not get involved in a smaller case if there is a good reason. RUCO chooses 

to intervene in cases where RUCO’s participation can have the greatest 

impact on the largest number of ratepayers or in cases where there is an 

important issue of public policy or law in question in dispute. In this rate 

case, where rates are already well above the rates of neighboring water 

utilities and the case involves a sizeable amount of excess capacity, 

RUCO’s participation is lawful, appropriate and helpful to the discussion. 

The claim that RUCO’s participation doubles rate case expense, if left 

unchecked, effectively impedes RUCO’s legal obligation to fulfill its mandate 

to represent the interests of Arizona families and individuals before the 

Corporation Commission. 

10 
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EXCESS CAPACITY 

Q. 

A. 

What is the purpose of your testimony on excess capacity? 

The purpose of my testimony is to explain the policy reasons in support of 

RUCO’s position on excess capacity and its concept of a “reserve margin”. 

Specifically, I will discuss why it is so important that excess capacity be 

removed from rate base. Furthermore, I will provide detail why RUCO 

believes that even if a utility made a “prudent” decision to build out its 

system, the Commission must and should refuse to allow recovery of that 

prudently incurred cost until that plant is “used and useful”. “Prudent” and 

“used and useful” are not synonymous terms. Each requires its own 

analysis. This is evident after looking at several factors: 

1. 

2. Past Commission decisions. 

3. 

4. Public policy. 

The plain language of the Commission’s Rules. 

Arizona case law and US Supreme Court case law. 

The Theory of Excess Capacity and Its Exclusion from Rate Base 

Q. What is excess capacity? 

A. The concept of excess capacity is not new to utility ratemaking. 

Nonetheless, the term “excess capacity” is not defined in Commission Rule. 

11 
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However, the Commission, in its Gold Canyon Order states that excess 

capacity is “available plant capacity that exceeded the amount necessary to 

serve its existing customers.” 

Q. 

4. 

2.  

Why does RUCO believe it is important that excess capacity be 

removed from ratebase? 

Since excess capacity is plant that exceeds the amount necessary to serve 

its existing customers, it is plant that will serve future customers and should 

not be paid for by current customers. To allow excess plant into ratebase is 

to allow a utility to recover costs from existing customers for plant that will 

serve future customers. It is completely contrary to basic tenets of utility 

ratemaking. It shifts the entire risk of growth on current ratepayers resulting 

in unfair and inflated rates that effectively leave the utility with little incentive 

to self-police itself when determining plant requirements. Furthermore, it 

obliterates any sense that customers are paying a fair cost for the service 

provided. 

Isn’t RUCO being unrealistic in prohibiting a utility from recovering 

any amount of plant that does not precisely match up to the exact 

customer count in an historical test year? More bluntly, isn’t RUCO 

totally naive about real world business practices and if RUCO’s 

Decision No. 69664, p. 5, lines 20-23. I 
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position is adopted it would restrict utilities from making prudent 

business decisions? 

4. 

Q. 

4. 

Absolutely not. RUCO readily admits that it is a typical business practice to 

plan ahead for growth. If an enterprise expects to grow and expand it must 

plan for such growth. 

Furthermore, it is because of this reality that RUCO is not recommending 

that ALL excess plant be removed from ratebase. Under Mr. Coley’s 

methodology, RUCO recommends a “reserve margin” to reflect this real 

world dilemma that utilities face in balancing the need to accommodate for 

growth without overbuilding. 

Explain RUCO’s “reserve margin” theory. 

RUCO acknowledges that a water system cannot be designed to serve the 

exact number of current customers in any sort of economically feasible 

manner. The planning of future capacity requirements is not an exact 

science. But the negative impact of such an inexact calculation should not 

be entirely borne by either the ratepayer or the shareholder. For this 

reason, RUCO’s recommends a “reserve margin”. This “reserve margin” 

provides the balance that assures that risk is equitably shared by both 

parties. To balance these considerations in this case, RUCO recommends a 

reserve margin that exceeds the Company’s six percent (6%) customer 

13 
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growth rate from year 2009-2010. The reserve margin allows ample time for 

the Company to make any necessary service line connections and meter 

installations. 

Adoption of RUCO’s “reserve margin” allows the Commission to balance 

risk of anticipated growth among both the investors and the ratepayers in a 

manner that is fair to both. The reserve margin benefits the utility because it 

allows some amount of plant that is available for future customers to be 

included into ratebase now. It also benefits the utility because it provides 

the Company the ability to address plans for growth without fear of being 

unable to precisely estimate the number of customers during the test year 

for their next rate case. Finally, it takes away any perceived disincentive 

that might make a utility under-build its plant. 

Q. 

A. 

Why is RUCO’s ccreserVe margin” approach different than Staffs 

“engineering analysis”? 

As I stated earlier, RUCO believes it is appropriate that the Commission 

accept the reality that plant cannot be built to the precise customer count in 

the test year. And that in the short run, there will possibly be plant that can 

14 
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accommodate more customers than those served by the utility in the 

5 h is to rical test year. 

Staff and the Company proposes an “engineering approach” that provides 

recovery for costs that meet a 5-year planning horizon. Under this 

engineering approach, as long as the Company’s growth projections were 

reasonable at the time they were made, then the plant that was built to meet 

this 5-year planning horizon is prudent. And because it is prudent it is 

inherently used and useful. RUCO respectfully contends that this logic is 

strained - that these two concepts are separate and discrete 

considerations. The finding of “prudent costs” cannot bootstrap a finding of 

“used and useful”. 

RUCO believes that its “reserve margin” approach is a better balance of 

ratepayer and utility considerations than Staffs 5-year engineering analysis. 

First, a five year period places the entire risk of that five year projection on 

current ratepayers. Second, RUCO finds that a five year look ahead is too 

long of a time period. Arizona residents are witnesses to Arizona’s rapidly- 

changing economic environment and our state’s habitual boom/bust cycles 

that began in the Wild West days of Tombstone, Arizona and continue 

Perhaps there has been no time more evident than in today’s current real estate crisis to recognize the 
dilemma faced by both ratepayers and utilities. Utilities that designed plant during the real estate “boom” 
days of a few years ago are now facing the “bust” of that cycle. So, too are the ratepayers who are facing 
high unemployment levels, mortgage foreclosures, substantial losses of equity in their homes and sharply 
rising utility rates. The result is excess capacity that does not serve existing customers. RUCO believes 
this issue is likely to repeat in other rate cases. A clearly defined policy on excess capacity that is fair to 
both the ratepayers and the utility and its shareholders is needed. 

15 
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through to today’s mortgage meltdown crisis. Third, the 5-year rule of 

thumb does not provide the Commission any flexibility based on the specific 

situation of any particular case. Each rate case present unique facts and 

the Commission should have a flexible guideline to balance the interests of 

those ratepayers while still giving the industry a stable and easily 

understandable guideline to follow. Fourth, the engineering analysis relies 

almost entirely on the uncensored projections of the Company. It is my 

understanding that there is little oversight on the utility’s 5-year projections. 

Finally, as I will discuss in greater detail below, RUCO disagrees strongly 

that the Commission should allow all prudently incurred costs regardless of 

whether the plant is used and useful. 

Q. 

A. 

Q. 

So, while RUCO is recommending a 10% reserve margin in this case, 

could RUCO recommend a different percentage of reserve margin in a 

future case? 

Yes. Mr. Coley’s testimony defends how RUCO came to find that 10% is 

appropriate in this case. The point of my testimony is to explain why the 

concept of a “reserve margin” provides an equitable balance between the 

interests of ratepayers and shareholders. 

Staff and every intervenor in this rate case makes the argument that 

the Company has excess capacity on its system. Does exclusion of 

16 
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plant that is not being used to service existing customers in this rate 

case mean that the Company would be left unwhole for its investment 

in that plant? 

4. No. Exclusion of the excess capacity merely changes from whom the costs 

are recovered and when. When growth actually occurs, the full amount of 

the investment at that time would receive rate base treatment and rate 

recovery. The Company can elect to file another rate case at a time of their 

choosing. 

Prudence and Used and Useful are Two Distinct Ratemakinq Concepts, are 
Not Synonymous and Both Criteria Must be Met For Rate Recovery 

Q. 

4. 

Mr. Bourassa comments that the Company’s decision to invest $3.1 

million in plant expansions was prudent at the time and these costs 

are, therefore, must be considered used and useful. (Bourassa rebuttal 

testimony, pp. 10-11) Does RUCO believe that prudent costs should 

be recovered if the plant is not used and useful? 

No. RUCO contends that costs must be both “prudent” and “used and 

useful” in order to be placed into ratebase. Each term has its own meaning 

and requires a different analysis. RUCO’s position is supported by: 

1. The plain language of the Commission’s Rules. 

2. Past Commission Decisions. 
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3. Sound public policy. 

I explain each supporting argument in detail below. 

1. 

Q. 

A. 

Q. 

A. 

The Plain Language of the Commission’s Rules. 

What is a prudently incurred expense? 

Commission Rule R14-2-103 defines “Prudently Invested” as: 

“Investments which under ordinary circumstances would be deemed 
reasonable and not dishonest or obviously wasteful. All investments shall 
be presumed to have been prudently made, and such presumptions may be 
set aside only by clear and convincing evidence that such investments were 
imprudent, when viewed in the light of all relevant conditions known or 
which in the exercise of reasonable judgment should have been known, at 
the time such investments were made.” (R14-2-103(1)) 

For further guidance, the National Regulatory Research Institute (NRRI) 

defines “prudence review” as follows: 

“The process by which a regulator determines the prudence of 
utility resource decisions goes to the heart of the goal of aligning 
private and public interests For utility-built resources, utilities often 
seek this approval many years prior to the resource being 
determined “used and useful” and available for service.. .” 
(emphasis added) (http://communities.nrri.orq/web/mutli-utilitv- 
d iversity-in-utilitv-con tractdq lossarv ) (Ex hi bit B) 

Does Commission Rule define “used and useful”? 

No. However, Commission Rule defines “Original Cost Rate Base” as: 

18 
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An amount consisting of the depreciated original cost, prudenfly 
invested, of the property (exclusive of contributions and/or 
advances in aid of construction) at the end of the test year, used or 
useful, plus a proper allowance for working capital and including all 
applicable pro forma adjustments.” (R14-2-103(h)) 

A similar definition exists for “Reconstructed Cost New Rate Base” 

Q. 

A. 

Q. 

A. 

In your opinion, what does these definitions tell you? 

It tells me that in order to be placed into ratebase, the Commission’s own 

rules require the cost be both prudent and used and useful. In other 

words, the Commission requires in its own Rules that the two concepts 

have d iffe ren t cons id era t ions. 

Why? 

To begin, it is informative that the definition of “prudently invested” makes 

no mention of used and useful. “Used and useful” is not a factor in the 

definition of “prudently invested”. Furthermore, the definitions of OCRB 

and RCND include both “prudent” and “used and useful” as elements in 

consideration of its calculation. If “prudent” and “used and useful’’ mean 

the same thing, then there would be no reason to mention both concepts 

in the definitions of OCRB or RCND. 

The plain language of the Commission’s own rules tell me that these two 

concepts have separate meanings. Second, the basic rules of statutory 

I 9  
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construction requires that each word must be given its own meaning.6 

Again, basic statutory construction and interpretation lead me to the 

conclusion that these two terms do not have the same meaning. 

2. 

P. 

4. 

Past Commission Decisions. 

Has the Commission agreed with your assertion that “prudent” and 

“used and useful” are two distinct ratemaking concepts and that 

bofh criteria must be met before the Commission authorizes rate 

recovery? 

Yes. Commission Decisions support RUCO’s position that “prudent” and 

“used and useful” are two separate ratemaking concepts and that both 

criteria must be met before costs may be recovered in rates. Furthermore, 

the Commission has consistently required plant to be used and useful 

before allowing it to be placed into rate base. 

In a 2001 Arizona Wafer rate case for its Northern Group, the Company 

asked for recovery of costs to install a steel casing during planned ADOT 

highway construction with an open trench. This casing would be used to 

“In construing statute or rule, court presumes that promulgating body did not intend to do futile act by 
including provision that is not operative or that is inert and trivial, and thus must give every word, phrase, 
clause and sentence meaning so that no part of the rule is rendered superfluous, void, insignificant, 
redundant or contradictory. (Patterson v. Maricopa County Sheriffs Office, 177 Ariz. 153, 156 (App. 
1993). 

6 
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replace an existing water line in 2003. Arizona Water claimed the cost 

was prudent because it would have cost much more if the utility had not 

taken advantage of ADOT’s open trench. In rejecting this argument, the 

Commission stated: 

“We agree that the Company’s decision to take advantage of the 
ADOT project was prudent. However, we disagree that the 
Company is entitled to recover the cost of placing the steel casing 
in this proceeding since the plant is not used and useful at this time. 
After the project to the subdivision is completed the Company may 
seek inclusion in rate base. Until the plant is being used for 
provision of utility service the costs are not includable in the 
Company’s rate base.” (Decision No. 64282, p. 9, lines 13-1 7) 

Of course, the most recent, and most contentious case involving the 

debate over the scope of these two terms came in Gold Canyon. Upon 

rehearing, the Commission agreed with RUCO that although Gold 

Canyon’s costs were prudent, they were not permitted into rate base 

because they were not used and useful. (Decision No. 70624 at p. 9) 

Q. 

4. 

What other Commission Decisions support RUCO’s assertion that 

plant must be used and useful prior to being placed into rate base? 

Commission Decisions in Pima Utility (Decision No. 58743), LPSCO 

(Decision Nos. 57944 and 50273), provide further support that plant must 

be used and useful. Furthermore, through these Decisions, we see that 

the Commission does not commingle the terms “used and useful” and 

“prudent”. They are separate and discrete considerations. 
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In Pima Utility, the Commission stated: 

“In the instant case, the CWlP has been completed by the additional plant 
is not serving any customers. The Company is asking current customers 
to pay for plant that is not used and useful and will be used to serve only 
future customers. Although there was evidence presented that a small 
percentage of this additional plant may be considered used and useful 
from an engineering standpoint, as of the date of the hearing, for 
ratemaking purposes this additional plant is not used and useful under the 
circumstances.” (Id at 5) 

In LPSCO Decision No. 50273, The Commission stated: 

“For ratemaking purposes 50% of the total installed cost of the new 
treatment plant shall be considered used and useful property for inclusion 
in rate base on the in service date. The remaining 50% shall be included 
in rate base proportionate to the percentage of utilization in any given test 
year.” (Id. at 2) 

The Decision is highly illustrative of the difference between “prudent” and 

“used and useful”. Here, the Commission has impliedly made a prudency 

determination that 100% of the plant is “prudent”. However, only when the 

remaining plant is “used and useful” will it be included in rate based in any 

given test year. 

In LPSCO Decision No. 56362, the Commission excluded excess capacity 

from rate base. 

“Staff excluded from rate base a sludge concentrator that is no longer 
used and useful and continued to disallow approximately 50% of the 
sewage treatment plant found to be excess capacity in Decision No. 
50273.” (Id. at 7) 
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Q. 

A. 

3. 

Q. 

Any other regulatory support for RUCO’s position that “prudent” and 

“used and useful” are two different concepts? 

Yes. The 2004 NARUC Ad Hoc Committee on Critical Infrastructure 

issued a paper on cost recovery for critical infrastructure protection 

measures. In it, NARUC discusses the dilemma of how to allow recovery 

of costs to protect critical infrastructure if no attack occurs. 

“Under traditional regulation, utilities may recover costs that are both 
“prudent” and “used and useful” It is the role of a commission to review 
costs and ensure that recovery is based on prudently incurred costs 
that are both used and useful. (Emphasis in the original) How that 
review occurs is a product of state statute, administrative rules, and 
traditions of practice.” (Exhibit C, p. 20) 

In support of this statement, the NARUC paper cites to Duquesne Light 

Company v. Barasch, 488 US 299 (1989). I will discuss Duquesne and 

other cases later in my testimony. 

Sound Public Policy 

Earlier in this testimony, you stated that the third reason why 

“prudent” and “used and useful” are two separate ratemaking 

concepts is grounded in sound public policy. Can you explain your 

reasoning for this statement? 
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A. Yes. Sound public policy requires these two terms to have different 

meanings and different applications in ratemaking. This assertion is best 

articulated in the amicus brief filed by the Industrial Energy Consumers of 

Pennsylvania in the United States Supreme Court case D~quesne.~  

Although long winded, it hits the policy bulls-eye. It reads in part: 

“The Fifth and Fourteenth amendments to the United State 
Constitution do not require states to allow recovery of or on 
prudently incurred investments by regulated utilities without any 
consideration of whether those investments produced used and 
useful utility property ... 

By creating a constitutional entitlement to utility investor recovery 
which does not produce used and useful public service, this Court 
would upset the long-established principle of public utility regulation 
that should mirror the competitive private marketplace in an 
otherwise monopolistic business.. . In the private unregulated 
economy, the invisible hand of the market usually does not provide 
a return or, or on, investments, however prudent, which turn out to 
be wrong by not producing property which is used and useful in 
making products or service consumers wish to purchase ... The 
visible hand of public regulation should not provide an affirmative 
constitutional entitlement to the recovery of such prudent, yet 
uneconomic, investments. Such an entitlement would create an 
undue preference for the utility investor over the investor in the 
private competitive marketplace. It would not only shift the balance 
in favor of the utility investor over the ratepayer and the private 
investor, but would also upset the balance inherent in the American 
economy between regulated entities and nonregulated entities. 
The former would recover any prudent investment, with the cost of 
prudent but uneconomic investment borne by their customers and 
not by their shareholders. Competitive private enterprises have no 
such guarantee and the cost of their prudent, yet uneconomic 
investments are usually borne entirely by their shareholders. No 
rational reading of this Court’s teaching in the Hope and Permian 

’ In Duquesne, the US Supreme Court upheld Pennsylvania statute that precluded inclusion of plant in rate 
base until it was used and useful. This case stemmed from the issue of whether Pennsylvania utilities that 
invested funds in the construction of nuclear power plants that were later abandoned or cancelled could 
recover their prudently invested costs. 
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Basin cases would conclude that this Court intended the former as 
a result.” (Amicus Brief of Industrial Energy Consumer of 
Pennsylvania, 1987 WL 880084) 

Q. 

A. 

Does that conclude your testimony on this subject? 

Yes. 
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Jodi Jerich 

From: Barber, Ron [Ron.Barber@mail. house.gov] 

Sent: 

To: Jodi Jerich 

Subject: Goodman Water Company issue 

Attachments: Congresswoman Giffords letter to ACC.pdf 

Dear Ms. Jerich, 

- x  - """ x x  x^ 

Thursday, November 04,2010 11:54 AM 

Congresswoman Gabrielle Giffords has asked me to contact you to request that you review the 
proposed Goodman Water Company rate increase. The Congresswoman recently received a copy of an 
email (copy below) that was sent to you in which residents of Eagle Crest Ranch requested an 
opportunity to discuss their concerns with you. She is hopeful that you will meet with the residents as 
they have requested. 

The Congresswoman has received 35 complaints from constituents who would be affected by another 
water rate increase. We understand that more than 300 additional complaints have been send directly 
to the Arizona Corporation Commission. I have attached a copy of Congresswoman Giffords' letter to 
the ACC regarding this matter. 

Thank you for your consideration of this rate increase issue that would have a dramatic and adverse 
impact on the residents of Eagle Crest Ranch. 

-----Original Message----- 
From: Larry Wawrzyniak <larwwaw@hotmail.com> 
To: Jodi Jerich <jierich@azruco.qov> 
Cc: Bill Rigsby <briqsbv@azruco.gov>; Bill Daniels <bildaniels@aol.com>; JimSchoemperlen 
<jscho@sarsentcontrols.com> 
Sent: Wed, Oct 13, 2010 10:53.pm 
Subject: Goodman Water Co. Rate Increase 

To: Jodi Jerich, Director RUCO 

Re: Docket No. W-02500A-10-0382 Goodman Water Co. Rate Increase 

The residents of Eagle Crest Ranch are the only customers of the Goodman Water Company (GWC). 
GWC has submitted a rate increase that is unjustified and based on speculative infrastructure costs. 

Here are our talking points: 

GWC built a water plant with capacity for 1,800 homes but we only have 650 homes built. This is 
approximately 200 more homes since our last rate increase in 2007. See Docket No. W-02500A-06-0281: 
Decision #69404. The total development build out is 920 homes. This is almost a 100% over capacity. 
See Document No. 116091, dated 9/2/10 attached. We should not have to pay bailout for any speculative 
capacity built by GWC though rate increases. 

Our current water rate is approximately 250-300% more than adjacent communities (SaddleBrooke $23, 
Catalina $27, Goodman $70) and GWC appears to have no concern on the effects on future homes sales 
but rather sink money into infrastructure as a means to a guaranteed return on investment better than the 
general financial market. 

The depreciation of capital plan they are using is flawed. We have a CPA, Jim Shoemperlen, on our 
committee who has documented this issue and can discuss this with you. 

We have concurrently discussed these topics with State Senator AI Melvin, Senatorial Candidate Cheryl 
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Cage and Congresswomen Gabrielle Giffords’, District Director Ron Barber. All have indicated that there is cause 
to investigate this further and they offered to support this issue. 

We also had a very informative discussion with Bill Rigsby who has been most helpful in assisting us and 
recommended that we contact you. 

We would like to schedule a conference call with you to discuss a request for your staff to act as Intervener for our 
case. 

Looking forward to your reply, 

Larry Wawrzyniak, Chairman, Concerned Citizens Committee 
Bill Daniels, Chairman, Homeowners Executive Advisory Committee 
Jim Schoemperlen, CPA 

Ron Barber 
District Director 
Congresswoman Gabrielle Giffords 
520.881.3588 

Sign-up for e-updates from Congresswoman Giffords at www.giffords.house. uov 

I 5/24/2011 
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(Redirected from Frontpage) 

Below are electric ~ndustry g~ossary terms. Some of these defin~tions come from Spectra Energy‘s 

websi~e. Please augment de~nitions or add additional terms, thou h do so in a~phabetical order. 

Please note that some of these definitions come from other ~ o u r c ~ §  like the EIA, Spectra Energy, and 

~ ~ ~ r r ~ ~  income ta iff: An adjust men^ to rate base reflectin t~m~ng  d~fference§ 

in taxes for book and ra~emaking purposes. Accel~rated tax deprecia~ion is one of the drivers of ADIT. 

capital costs more rapidly than through conven~ional ~traight~line depreciation. ~hrough which the u ~ i l ~ ~ y  

recovers costs evenly over each asset’s useful life. 
s: Allowing for recovery of specified costs as incurred, e.g., on a monthly or annual 

basis. 
~ r ~ s € ~ ~ ~ ~ ~ ~ ~ :  Meters and data systems that facilitate two-way communication 

between customer meters and the utility. Information can be transmitted at intervals ranging from five 

minutes to an hour. Advanced meters can use radio or fiber optic technology to communicate 

informa~ion. 

: A r e g u l a ~ o ~  (not tax) treat men^ that ~ l l ows  the ut i l i t~ to recover asset 

d v ~ l o ~ e ~  tax: A stale or local tax based on the assessed value of the real or personal property. 

Air ~ o n d ~ ~ i o n ~ n ~  C 

remotely controls customers’ cooling equipment and eriodically interrupts power to the equipment 

m: A demand-side management program in which the utility 

ring times of high power s~stem demands. 

l ~ c ~ ~ ~ o n :  The assignment of prope~y functionalized and classified utility costs to cus~omers, 

customer groups, or unbundled services based on cost causation pr~nciples. 

regulato~ utilities that represents the estimated composite interest costs of debt and a return on equity 
funds used to finance construction. The a~ lo~ance  is capitalized in the prope~y accoun~s and included 

in income‘ 
l t ~ r ~ ~ € ~ ~ g  C~~~~~~ (AC): A periodic current. the average value of which over a eriod is zero. Unless 

stinctly specified o t h e ~ i ~ e ,  the term refers to a current that  reverse^ its directio~ at regularly 

recurring intervals of time and that has alternately positive and ne ative values. Almost all electric 

utilities generate AC electric~~y because it can easily be transformed to hi her or lower voltages~ 

n c ~ l ~ a ~  services: Ancillary services are those services necessary to suppo~  the ~rans~iss ion of 

ener~y from generation to loads while main~ainin reli~ble operation of the Transmiss~on Provider’s 

~ransmission ~ystem in accordance with Good U~i l i~y ~ rac~ ice .  These include including re~ulation and 

frequency res~on§e {regula~~on or automa~~c generator c o n ~ r o ~ ~ ,  spinning reserve, nonspinning reserve, 

replacement reserve, and r e a ~ t i ~ e  su ply and voltage control. 

A ~ n u a l ~  

base income, or expense item that is only if e ~ e c t  for a part of the year. 

from diff~rences in prices. Economic theory states that arbitrage eliminates ine~ciencies in markets. 

C): A non-cash accounting convention of 

: An adjus~ment to a cost of service study to reflect a full 12 months effect of a rate 

e: Trading the same s~cur~ty,  ~urrency or commodity in two or more marke~s in order to profit 



1: ~ n t i ~ l e ~ e n t §  in regional tran§mission o~gani~ation§ to receive 

revenues genera~ed by the sale of Financial T rans~ iss io~  ~ i g h t s  in a specific auction. 
C]: The amount of energy above "base case" cond~~~ons that can be 

transferred reliably from one area to another over all t ~ a n s m i s s i ~ ~  facil~~ies without violating any pre- or 

post-contingency criteria for the facili~i s in a con~rol area under specified system condi~ions. 
: The revenue r e q u i ~ e m e ~ ~  divided by the quantity of utility service. 

: A pricing mechanism based on dividing the total cost of provi~ing electricity 

incurred in a period by the nu 

a tangible long-lived asset that a c o ~ p a ~ y  is required to settle as a result of existing or enacted law, 

sta~ute, ordinance OF w~itten or I contract. AROs are amorti~ed over the remaining life of the asset. 

Wh {wholesale) an kWh (retail) sold in the same period. 

A liabili~y for the legal obligation a§socia~ed with the retirement of 

city: The generation norma~ly operated at: all times to serve load. Typically, this 

ith low m a r ~ ~ n a l  costs such s hydro and nuclear generators. 

a s ~ ~ o a d  Plant: A plant, usual l~ housing high-efficiency steam-elec~ric units, which is norma~ly 

operated to take all or part of the minimum load of a system, and which conse~uent l~ produces 
electricity at an essen Ily constant rate and runs con~~nuously. These units are o erated to maximize 

system mechanical a thermal efficiency and ~ i n i ~ i z e  system opera~ing costs. 

hundredth of a percent. 

include contrac~s between independent power producers a 

selling energy, ancillary services, capacity, or fuel. 
capability: The ability to ra ly start an off-line, idle, non-spinning electric generation 

abilities enhance grid reli ity and are considered ancillary services. 

h ~ ~ ~ a l  Unit): A standard unit for measuring the quantity of heat energy equal to the 

or: The ratio of total energy produced by a genera~or for a speci~ed period to the 

sis ~ ~ ~ ~ t :  As applied to the return on equity and rate of return, each basis point is one one- 

ontract: A direct contrac~ two parties centralized er pool or RTU auc~~on. Examples 

s and contracts between two ut i l i~ ie~ 

quantity of heat required to raise the temperature of 1 pound of water by 1 degree Fahrenheit. 

m a x i ~ u m  it could have produced if it ran at namepla~e capacity through the entire period, expressed 

arkets found in certai~ RTOs i~cluding PJ and IS0 New England where 

enerator§ receive compensation for in~estin enerat~ng capacity. ~oad-serving entities, the 

market pa~icipan~s that secure electric energy~ transmissjon service, and related services to serve the 

demand of their c u s ~ o ~ e r s ,  make capacity payment§ to genera to^§ to ensu~e the long-term avail~b~lity 

of suficient generation capaci~y for the reliable operation of the bulk power grid. 

variable" The correlation coefficient is a n u m ~ e ~  ~ e ~ w e e n  0 and 1, If there is no r ~ ~ a ~ i ~ n s h i p  between 

the two variable§ the cor lation coefficien~ is close to 0. The stronger the rela~~onshi~:  the h~gher the 

correlation c o ~ ~ c i e n ~ .  ~ l u § ~ e r  analysis - a technique that is used in different disciplines to assi 

of obse~ations  data ~ o i n t s ~  into subsets ~~lusters): such that obse~at~ons in the same cluster are 

similar in some characterist~cs' but have d i ~ e r e n ~  characteristics ~etween the clusters. 

n: A mea sur^ of how well trend in one variable follows trend in another 



: The sum of two or more demands that occur in the same time i n ~ e ~ a l .  U~ilities 

some~imes allocate certain casts to cus~omers on this basis. 

Cycle. An elec~~ic enera~~ng technology in which electricity is produced from o t h e ~ i s e  

lost waste heat exiting from one or more ga 

conven~ional boiler or to a heat re cove^ st 

production of electricity. This process increases the e~ciency of the electric generatin 

bus~ion~ turbines. The exiting heat is routed to a 

nerator for u ~ ~ l i ~ a ~ i o n  by a steam turbine in the 

: The period of time or the dates of occurrence for issuing periodic bills for service to 

illing cycle is also used loosely to refer to the customer’s meter read cycle, Le., the 

g meter as oppo~ed to the calcu~a~ion of the bill. 
ty of a utility to have the resources available to meet the needs of its custome~s. 

d: Capacity used to serve an essen~ially cons~ant level of ~ ~ s t o m e r  demand. Base 

ly operated whenever they are available, and they usually have a capacity 

e: Capacity intended to operate fewer hours per year than base load capacity 

ut more hours than peakjng capaci~y. ~ypically, such units have a ca acity factor of 20%-60~ .  

pacity used to serve peak demand. Peaking genera~ors operate a limited 

r and normally feature capacjty factors of less than 20%. 

io of the total energy generated by a unit for a specified period to the 

aximum possible energy it could have ~enerated if operated at the maximu capacity rating for the 

same specified period, express~d as a percentage. 

longer than one year. 

measure of carbon intensity is weight of carbon per British thermal unit ( 

only one fossil fuel under considerat~on, the carbon ~ntens~ty and the emiss~ons coefficient are 

identical. When there are several fuels, carbon intensity is based on their combined emissions 

coeffic~ents weighted by their energy con$ump~ion levels. Also see  missions coefficient and Carbon 

italized when they are expected to provide benefits over a period 

on i ~ ~ ~ n ~ i t y :  The amount of carbon by weight emitted per unit of energy consumed. A common 

The uncontrolled successive lost of system elements triggered by an incident at any 

location. Cascading, often caused by chan es in voltage, results in widespread service in~~rrup~ion,  

which cannot be restrained from se~uentially spreadin beyond an area predetermined by appropria~e 

studies. 

se~aration of costs into cate ories of fixed costs ~demand~related~, variable costs 

(energy-related, and cu~~omer  costs (costs which are propo~ional to the n~mber of customers and 

include meter reading, cus~omer a ~ ~ o u n t i n  
and: The maxlmum d ~ ~ a n d  that a load places on a system at the time the 

es its maximum  ema and. 

~ y ~ l ~ :  An electric g ~ n e r ~ ~ j n g  technolo~y in which e lec~r i~~ty  is produced from o~herwise lost 

waste heat exiting from one or more gas (combu~tion~ ~urbines. The ~ x ~ t i n g  heat is rout~d to a 

conventional boiler or to a heat re cove^ steam generator for u ~ i l i ~ ~ t i o n  by a steam turbine in the 

p r o d ~ c ~ ~ o n  of elec~~ici~y, This process incre ses the e~~ciency of the electric gene 



ned to produce both heat and e ~ e c t r ~ c ~ ~ y  from a 

single heat source. Note: This term is being used in place of the term  cogen en era tor" that was used by 
EIA in the past. CHP better descri~es the facilities b~cause some of the plan~s included do not 
produce heat and power in a se entia1 fashion and, as a result, do not meet the legal defini~ion of 

: Costs that lend to vary with the quan~ity of utill~y service provided. 

latory Policies Act ~ P ~ ~ P A ) .  

number of buyers and sellers trade independently 

: A good which is consumed ~ o ~ e t h e r  with another good 

 example, cars and gasoline~. If the price for one good increases, the demand for another good 

decreases. 
ion: A condition that occurs when insu~cient transfer capac~~y is available to implemenl all of 

red schedules for elec~ricity transm~ssion simul~aneously. Conges~i~n prevents the econ~mic 

amoun~ to be paid by a customer in a lump sum or in installments to the utility 

er’s facilities to the suppl~er‘s fac 
rogress ( C ~ ~ ~ ~ :  A r e ~ u l a t o ~  treatment that allows ~tilities to earn a return 

dispa~ch of electric energy from s e ~ i ~ ~  load. 

~ o n ~ t r ~ c ~ i ~ ~  

on: but not of, investments before they are placed in service. Absent CWIP, utilities bear financing 

costs during the period prior to project opera~ion and then recover them after projects com 
opera~ion. In other words, tting CWlP in rate base does not allow the utility to recover the CWIP 
costs ~ h e m s e ~ ~ e s .  The util instead recovers only the ~inanc~ng costs associat~d with the CWIP. The 

CWlP amount earns a return at the utility’s Weigh~ed Average Cost of Capi~al ~ A C C ~ ,  Further, where 

CWlP is put in rate base with an AFUDC offset, the only dollar cost recovery created is CWIP times 

the excess of the allowed return over the AFUDC rate. This amount is substantial only where the 

ased primarily on debt; particularly short-term debt, rather than a 

utility’s WACC. 

urban consumers about 80 percent of the total U.S. population. The service §ta~ions are selected 

in~~~a l ly  and on a replacement basis, in such a way that they represent the p~~chasing habits of the CPI 

population. Service stations in the current sample include those providing all types of service (Le., full, 

mini, and self se~ ice) .  

fixed payment amount over time which is a combination of the 5hort-term ~ a r k e ~  price and an 

ad~ustmen~ which the  purchase^ for the difference. 

which transfer rights have been contracted. The actual or real path of electricity could differ from the 

ex (CPI): These prices are collected in 85 urban areas selected to represent all 

rences: A form of ~ i~a tera l  contract where the electric g e ~ e r a ~ ~ o n  seller receives a 

: A specific cont~guous el~ctrical path from a point of receipt to a point of delivery for 

rice: Price of fuels marketed on a contract basis c~vering a period of 1 or more years. 

Con~ract prices reflect market conditions at the time the c o ~ ~ r a c ~  was negotiated and ther~fore re 

constant thro~ghout the life of the contract or are a~justed through escalation clauses. Generally, 

ct prices do not fluctu 



ric ~ t ~ l ~ t ~ :  An electric utility le ally established to be owned by and operated for the 

benefi~ of those using its service. The utility c o ~ p a n y  will generate, ~ran§rn i~~ and~or distribu~e §upplies 

of e~ec~ric energy to a spec~fied area not being serviced by another utility. Such ven~ures are generally 

exempt from Federal income tax laws. Most electric coop~ra~ives have been initial~y financed by the 

Rural Elec~rif‘ication Admin~~tration, US.  ~ e p a ~ m e n ~  of A 
t: The interest rate paid on new inc~ernents of‘ debt capi~al multiplied by 1 minus the lax 

rate. 
ates: A ra~ema~ing concept used for the design and develop me^^ of rate schedules to 

ensure that the filed rate schedules recover only the cost of providing the service. 
: An economic concept depict~ng the price of capacity in ~/kw-rno~th that is 

ew capacity. It is determined us~ng clearing prices in F o ~ a r d  Ca 

lectric utility regulation under which a utility is allowed to set 

rates based on the cost of providing service to customers and the right to earn a i im~~ed profit. 

are part of a utility co pany’s cost of service (e.g., salaries, office supplies and ex~enses: outside 

services, injuries and 

1: A subset of operation and ma~ntenance expenses which 

t, fixed: Costs that (at least in the short run) do ngt vary with the quantity of utility service. 

inal: Original cost less ulated deprecia~ion, Also called net book cost. 

: A broad class of expenses that are part of a ~ t i l i ~ y  e ~ a t ~ ~ ~ s  and ~ a i n t ~ n  
company’s cost of service (e.g., ~roduction, storage, ~erminali~g! ~rocessin 

distr~bu~~on: customer accounts, customer service, sales, a~min~s~rat ion and general). These are non- 

ciation costs of prov~d~ng service. 
nal: The total cost of utility prope~y at the time it came in service. 

bte: Costs varying with a utility’s output or a custo times called user- 

sensitive rates. 
Cost causation: The assign men^ of costs to utility services and custome~s that caused those costs to 

be incurred. 
c 
sys~em (the latter referred to as cost allocation). 

: The total cost of providing u~ility service to a utili~y system or a subgroup within the 

rnethod pricing utility service in strict accordance with the costs that are 

rams allowing the utility to dramatica~ly increase rates on short 

: A percentage chan~e in  ema and for good A that occurs in 
notice a ~~ede~ermined number of times per year. 

response to a percen~age change in price of good f3. 

~ ~ ~ a ~ l a b i l i t ~ :  The right of a t ~ a n ~ m i s ~ i o n  provider to interrupt all or part of a ~ransmission service due 

to cons~ra~nts that reduce the capabili~y of the transmission ne~work to provi e that ~ransmis§~on. 
T~ansm~~sion service is to e c u ~ a ~ l e d  only in cases where s ~ ~ t e  

emergency condi~~ons exists. 

bility is threatened or 



a ~ s i ~ i ~ a t i ~ ~ :  The grouping of cus~omers into "homo 

size, in~erconnection voltage, quality of serwice, or corporate status. 

of the a m o ~ n ~  of us 

: Also called a Rat fee. Costs associated with serving customers, irrespective 

collection, billing, a ~ ~ ~ n i s t r a ~ i v e  costs). 
arkets in certain regional ~ransmiss~on o r~an i~a~ ions  that produce 

financially b~nding schedules for the production and consumption of electricity one day before the 

t service: The amount of money nece$$ary to pay interest and princi~al repayment on debt 

ins~rum~n~s.  
Debt  ice c~verage: The ratio of net revenue ava~lable for debt service to the average annual 

deb~-se~ ice  requirements. 
ate: A rate structure that prices success~ve blocks of power use at ~ncreasingly 

s. The more energy a customer uses, the lower the averag~ rice. Such rates often 

reflect fixed costs in the volumetric component of rates such that the average costs of serving a 
cus~omer declines with hi her consumption. 

rred Costs: An expendi~ure not recogni~ed as a cost of operation of the period where t 

occ~rred; but carried f ~ ~ a r d  so as to be wr~t~en off in future periods~ 
~ ~ ~ v e r e d  cost: The cost of fuel, including the invoice price of fuel, transporta~~on charges, taxes, 

com~issions, insurance, and expenses assoc ia t~~  with leased OF owned equipment used to transport 

the fuel. 
Delta: The rate of change of the ~ h e o r ~ ~ i c a l  price of an option with respect to a 1 unit move in the price 

of the und~~ly ing instrument. Also referred to as a hedge ratio because the value of Delta represents 

the ratio of options contracts to ~nderlying ~nstrumen~ contrac~s re~uired to establish a neutral ~p t i on  

hedge. 
Demand: The rate at which electric ener~y  or na~ural gas is d~~ivered to or by a system at a given 

instant or averaged aver a desi nated period, usually expressed in kilowatts or megawatts  electric)^ 

wer exchange indicating a q u ~ n ~ ~ ~  of energy or an anc i l la~  service that 

o purchase and, if reiev nt, the maximum price that the customer is 

willing to pay. 

associa~ed with the level of demand for the particular service and will be paid even if no service is 
taken by the customer: a reservation char e. Included in deman~ charges are cap~ta~~re~a~ed costs and 

the cost of operation and ma~n~e~ance of enera~ion, transmission and 

e: The Demand Charge portion of rate design is expected to recover the costs 

raph rela~ed the system demand (if k 1 over a period of time (e.g. month, day, or 

I: Time period over which electric billing demand is measured ~~ypicaily 15, 30 or 60 

1: The planning, imple~en~a~ion,  and mon~~oring of utility act~vi~~es 

minute i ~ t ~ r v a l ~ } .  

De -si 

d e s i ~ n ~ d  to encourage consumers to  modi^ pa~terns of e ~ e c ~ r ~ c i ~ ~  usage, including the timing and 

level of electricity demand. It refers to only energy and ~ o a d ~ s ~ a p e  ~ o d i ~ ~ n g  act~v~t~es that are 



aken in response to u~ility~administered ~rograms. It does not refer to energy and load~sha~e 

changes arising from the normal opera~ion of the m a r ~ e ~ p l a ~ e  or from governmen~-manda~ed energy- 

efficiency standards.  ema and-~i e  ana age me^^ covers the comple~e range of loa~~shape objec~~ves, 

conservation and load manage men^, as well as stra~egic load growth. 
raphical r~pres~n~at ion  of how o b s e ~ a ~ ~ o n s  are ~rouped together at various lev 

of dissimilarity by a cluster analysis. Price elasticity of demand - a measure of the sensi~i~ity of ~ u a n t i ~ y  

demanded to changes in price. 
tlon: The loss of value of assets, such as buildi s and transmission lines, due to age and 

ong the factors considere in determin~ng depre ation are wear an tear, decay, action of 

the elements, inadeq~acy, obsolescence, changes in the ~echnol~gy, changes in demand, 

requ~remen~s of pu~ l ic  author~ties e value. ~ e ~ ~ e c i a t i o n  is charged to utility customers as an 

~ t ~ ~ ~ :  Reduc~ion of a generat~ng unit's net de~endable capacity to a point below the 

manufac~urer's nameplate rating. 
i l l ~ n ~ :  A means of reco~ering costs other than by demand or commodity charge to customers; 

irectly to identified parties, perhaps regardless of their current status as a 
ng provides a relatively low risk to the p~peline or utility of non~recovery of costs. 

): An electric current that flows in one direction with a ma nitude that: does not vary 

or that varies only slightly. 

annual peak load by direct control of the utility system operator by interrupting power su 

individual applianc~s or equipment on consumer premises. 

~~~~~  ad control: Refers lo program activities that can ~ n ~ e r r ~ p ~  consumer load at the time of 

d cash ~~~w (DCF): A me~hod for calculating the ROE by comb~n~ng the estimated current 

mined by utility's dividend price ratio, with a growth component. 
n: The d e l i v e ~  of electricity to end users via ~ow~vol~age electric power lines ~~ypically <69 

kV) ; the transfer of electricity from high-vol~age lines to lower-vol~age lines. 

wholesale electric market conditions. ~xamples of dynamic pricing include critical peak pricing and 

real-time rates. 
t ~ ~ c o n n ~ ~ ~ ~ ~ n :  One of two major AC power grids in North America that spans from cen~ral 

Canada e a s ~ a r d  to the Atlantic co st ~exclud~ng Qubec), south to Florida, and west to the foot of the 
Rocky ~ o u n t a ~ n s  (excluding most of Texas). The electric ut es within the Eastern lnterconnec~ion 

are electrically tied ether during normal s ~ s ~ e m  con itions and operate at a s y n ~ ~ r o n i ~ e d  fre 

of 6Q f-fz average. Eastern lnt~rconnectio~ is tied to the 

lnterconnect~on, and the Qubec l~terconnection~ and other systems in Canada ~ h ~ o u g h  numerous 

: ~ynamic  pricing creates changing prices for electricity which reflect actual 

estern ln~~rconnection, the Texas 

transmiss~on lines. 
s: A measure of ~ n a n c i ~ l  p ~ormance, €BIT is a c 

revenues minus its cost of doing business" It is a measure of a company's operating pr 
income taxes on earnin~s are ~educ~ed.  

: The select~on of generatin resources to cover load as ~nexpensjvely as 

possible. 



: A term that refers to the op~imal produc~ion and consumption of goods and 

services, typically occurring when prices reflect margi~al costs. They take into aGcount (1 the cost to 
socie~y from s a ~ i s ~ i ~ g  the d e ~ a n d s  of a ut~li~y's customers and (2) the value that customers piace on 

utility service. 
nology and set of prices, 

nspects a home and 

The part of the charge for electric service based upon the electric energy ~ k ~ h )  

e U.S. ~ e p a r t ~ e n ~  of 

s surve~s~ collects energy data, and does analytical and modeling analyses of 

energy issues. The Agency must satisfy the requests of Congress, other elements within the 
~epar tmen~  of Energy, Federal Ener y ~ e g u l a ~ o ~  Commissjon, the ~xecutive Branch, its own 

independent needs, and assist the general public, or other interest groups, without taking a 
os~t~on. 

y-wide energy i n te~s i~y  measures units of energy to units of gross domestic 

produc~ (EDP). EIA uses energy consumpt~on ~ ~ e a s u r e d  in Btu) to the constant dollar value of the 

GDP. Energy in~ensity can a be measured at the sector level using sector-speci~c data. For 
exampie, energy intensity in commercial sector is measured by the ratio of energy consump~ion 

measured in millions of Btu to square feet of commercial floor space 

nt and ~ ~ ~ t r o l   tern (E 
m~ni/microcompu~ers, instrumentation, control equip men^, and software to manage a building's use of 
energy for heating, ventilation! air cond~~~oning, lighting, and/or business-related processes. These 

systems can also manage fire control, safety, and security. Not included as E CS are timeclock 

~hermo~ta~s.  
Energy ~ e s e ~ e ~ :  Es~imated ~ u a n t ~ t ~ e s  of energy sources that are de~onstrated to exist with 

reasonable certain~y on the basis of geologic and en ineering data (proved reserves) or that can 

reasonably be expected to exist on the basis of eologic evidence that supports projections from 

proved reserves ~probable/~~d~ca~ed reserves). Know~ed e of the l ~ c a ~ j o n ~  qua~t~ty ,  and grade of 

probable/indi~~~ed reserves is generally incomplete or much less certain than it is for proved energy 

reserves. 

ental impact ~~~~~~e~~~ A report that docume~~s the in~ormation required to evalua~e the 

environmenta~ ~mpact of a project. It infor s decisio~m~kers and the public of the r ~ a s o n a b i ~  

alternat~ves that would avoid or minimize adve~se impacts or enhance the quali~y of the environment. 

1: An energy conservation feature that uses 

, ~ l ~ c t r ~ c ~ ~ :  A type of ene~gy e~change in which one electric utility agrees to supply 

o another. ~ l e c ~ r ~ c i t y  received is returned in kind at a later time or is accu~ula~ed as an 

energy balance until the end of a s er which set~lement may be made 

~yment, 



): ~ h o ~ e s a l e  ~enera~ors created under the 1992 Energy 

Act that are exempt from certain financial and legal restrictions s~ipulated in the Pu~l ic  U~ilities ~o ld ing  

Company Act of 1935. 

company. 

ne~ghborhood effe~ts. A b ~ n ~ ~ c i a l  e~ter~al i ty  raises the 

nse: Cash o u ~ f ~ o w ~  or ~ncu~rence of liabilities that result: from the ongoing operat~on of a 

1 Also known as e x ~ ~ ~ n a l  effects, ex~ernal economic$ and d~seconomies~ spillovers and 

uction or utility of the third party (e.g., a 

eekeeper helping nei~hboring farmers}. An external d~seconomy occurs when the ex~ernali~y- 

eneratiR~ ac~ivity lowers the production or utility of third parties, such as numerous forms of 

environmen~ai pollution. 

events or ~ ransa~~ ions  in the current period that are of unusual nature and infre~uent occurrence. 

~x t raord iRa~ storm losses are an example. 

neither being under compulsion to buy or sell, and both bein ~ompetent and having re 

: An accoun~ing term meaning, s i g n ~ ~ c a n ~  items of income or loss ~esul~ing from 

arket value: The price at which a property would be sold by a willing seller to a w~lling buyer, 

d in 1920, and amended in 1935, the Act consists of three parts. The first 

part incorpo~ated the Federal W a ~ e ~  Power Act administered by the former Federal Power 

Commission, whose activities were confined almost entirely to licensing n o n ~ ~ e d e r ~ l  hydroelectric 

projects. Parts I1 and Ill were added with the passage of the Public ~ t ~ l i t ~  Act. These parts extended 
the Act‘s jur~s~ictioR to ~nclude regula~in the interstate transmission of electrical energy and rates for 

its sale as wholesale in inters~a~e commerce. The Federal Energy Regulatory Commission is now 

charged with the adtninis~rat~on of this law. 

Financial Acco 

estabtishiRg generally accepted account~ng pr~nciples. Its official pronouncement are called 
‘~Sta~emen~s of ~inancial Accounting ~tandards~’ and “ l~ terpreta~io~s of Financial Accountln~ 

Standards.“ 

holders to hedge against loca~ional elec~rici~y price differences caused by transmission constraints in 

n independent board responsible, since 1973; for 

~ ~ r n ~ ~ s i o n  ~ i g h ~  ( s): Financial instruments auct~oned in certain RTOs. FTRs enable 

sured a~ailabili~y to the customer 

c ~ p ~ c i t y  available at any lime 

charge calcuiated in rate design to recover all or a portion of the fixed costs of a 

eters and some taxes. 

ion or ~roduc~ion. 

investm@n~ that does not vary 

with the oper~~ion. such as base maintenance and labor. 



1: The "descending~clock" annual auction of the Fo 

arket in certain RTOs during which the price for capacity will be decreased until the quantity of 

als the ~ u a n t i ~ y  of capaci~y needed. 
TOs? the ~ocat~onal capacity market whereby the RTO 

e power system three years in advance and then hold an annual auction to 

purchase power resources to s a ~ ~ s ~  the region's future needs. The aim of the FC 

te price signals to a t ~ ~ a c t  new ~nvestmen~ and main~ain e x i s ~ i n ~  resources where and when 

eeded, thus ensuring the reliability of the RTQ electricity grid. 

: The 'I 0 ~ ~ i n u ~ e  n o n ~ ~ i n ~ i n g  reserves and ~ ~ ~ ~ ~ ~ u t e  o~era~ing reserves the IS0 
purchases on a f o ~ a r d  basis on behalf of market pa~icipan~s. 

FO 

resources needed to satisfy the r~qu~remen~s for I 0-minute no~spinning reserves and 30-minute 

ope~ating reserves. 

): In certain RTQs, a market used for acquiring the generating 

x: Taxes levied in associated with s~ates and localities as a condition of utility o 
he rate of oscillation (cycl~s/second~ of the alternating current in an electrical power 

system, measured in hertz (Hz). In the Uni~ed Stales, the rate is 60 Hz. 

for a consideration of ali cost increases and decreases. egulator~ have designed a method for 

ula rates: The traditional test year approach to determining a u ~ i ~ i ~ y ~ s  revenue r ~ q u i r e ~ e n t  allows 

reserving the ~ntegr~ty of the test year while expedi~ing analysis of a proposed rate increase 

necessi~ated by a capital addition. The approach allows the utility to update its rate base with 

increments of completed capital investment by filing an annual u date of the inputs to a rate formula. 

monopoly) for the right to do business. They are usually levie on a number of value bases, such as 

capital stock, profits, or property. 
Fuel expense: These costs include the fuel used in the production of steam or driving another prime 
mover for the generation of electricity. Other associated expenses in~luding ~~ansporta~ion and . 

unloading the shipped fuel and all handl~ng of the fuel up to the point where it enters the first bunker, 
or holder in the boiler-house structure. 

bility: The short-term capability of a manufacturing es~ablishment to have used 

rces in place of those actually consumed. Capability to use substitute energy 

osed on a state or municipal chartered corpora~ion {typically a regula~ed 

sources means that the esta lishmen~s combustors (for exam le, boi~ers: furnaces, ovens, and 

furnaces) had the m ~ ~ h ~ n e ~  or equipment either in place or available for ins~alla~ion so that 

substitu~ions coul 

switching capability does not depend on the relative prices of energy sources; it  depend^ only on the 

characteristics of the equip men^ and certain le 

product~on, transrn 

and ad~inistrative and general. 

they play in rendering utility service. 

ve been introduced wi~hin 30 days without ex~en~ive m~di~cations, Fuel- 

aration of costs among the o ~ ~ r a ~ j n ~  func~~ons, which tra~itionally include: 

er accoun~ing~ c u s ~ o ~ e r  s e ~ ~ c e  and inform 

s: ~ r o u ~ i n ~ s  of plant and expense accounts according to the speci~ed part that 



Fufly art 

and common costs across various services and customer classes. 

s: A costing procedure that spreads the utility's joint 

r: A wholesale consumer without other generating resources whose 

electric energy seller is the sole source of long-term firm power for the consumer's service area. The 

terms and condi~ions of sale are e ~ ~ i v a l e n ~  to the seller's o 
CQ: The term used for that portion of a functionally dis 

uc~ion of ~ o w e r  which i 

a~ions to its own retail service, if any. 

gated electric utility's business that 

arately from any other power ~ u n ~ ~ i ~ n s  which 

f :  Defined by the FASB as the conventions, rules, 
the utility owns or operates. 

and procedures necessary to define accep~ed accoun~in~ practice at a p a ~ i c u l a ~  time, includes both 

broad gu~delines and re~at~ve~y detailed 
Will: An accoun~ing term meaning, a value in excess of a business'tangible assets, caused by 

r by superior future earning power deter ined by the capi~al~zation at an assumed interest rate 

of those earnings which excee the "~ormal" return in that industry. The actual amount of the good will 

is nego~ia~ed by the buyer and seller. 
such as water vapor, carbon dioxide, nitrous oxide, me~hane, 

rocarbons (PFCs) and sulfur hexafluoride, that a 

solar (short-wave) radiation but opaque to Ion -wave ~infrared~ radiation, thus preventing long-wave 

radiant energy from leaving Earth's atmos here. The net effect is a  rapping of absorbed radiation and 

a tendency to warm the planet's surface. 

various problems associated with regulatory valuation of the nonmarke~ benefits of renewables. Green 

pricing programs allow electricity custo~ers to express their willingness to pay for renewable ene 

: In the case of renewable e~ectricity, green pricing represents a market so~ution to the 

rect ~ayments on their mon~hly utility ills. Such programs are optional. 

s: Taxes levied based on utility sales. 
te: A measure of genera~ing station thermal efficiency commonly stated as 

t rates can be expressed as either gross or net he 

the electricity output is gross or net generation. Heat rates are typically expresse~ as net heat rates. 

: To offset a position with the ~ n ~ e n ~  of rnana ing risk. The process of protec~ing the value of 

an inve~tmen~ from the risk of loss in case the price fluctuates. He ging is acc~mplished by pro~ec~ing 

one transaction with another. A long posi~~on in an underly~ng in strum en^ can be hedged or protected 

ort position in a related underlying in strum en^. 

: ~ o n t r a c ~ s  which establish future prices and ~ u a n t ~ t ~ e s  of elect~ici~y indep 

the sho~-term market. ~erivatives may be used for this purpose. 

the market share of each firm competing in a market, and then summin~ the 

HHI number can ran e from close to zero to 10,000. It is frequently used by 

ana~yzing mergers and ac~uisit~on and has been used by FE C to evaluate marke~ based rate 

I ) :  A measure of market concentra~ion. It is calculated by squaring 

ng numbers. The 

I  regulator^ when 

: The rnaximum demand for ~ ~ n e ~ ~ y  from a ~~ansmi§sion or dis~ribution system in any 

h o ~ ~ l y  period of time. 



ecific set of predefined nodes for which ~ocational marginal prices are ca~culated and used to 

establish a reference price for electric energy purchases and the transfer of day-ahead adJus~ed load 
obl~ga~~ons and real~~ime adjusted lo ations and for the des~gnation of F~n~ncia l  Transm~ssion 

he current New England hub consists of 32 nodes. 
res: Capital s~ruct~res not based on th actual balance of debt and 

equity. This regulato~ trea~men~ ~sually creates an e ~ ~ ~ ~ y - t o - d e b ~  ratio higher than the actual ratio for 
purposes of calculatlng the rate of return. 

c ~ ~ i t ~ l :  A ne~ative surplus account ue lo the corporation~s capital stock has been reduced 

w what it was a t the time the stock was lssued, usually re~~gn ized  at the time of sale of an ass 
~ ~ ~ ~ e ~ t :  lmpa~rment or asset impa~rment occurs when, due to changed 

~ircumstances' the previously allowed recovery of costs of a regul tory asset through rates is 

elimina~ed or removed by action of a regulatory body. 
lock rates: Rates that increase at higher levels of electricity consumption. 

Income (or budget) ~ t a ~ e m e  t: A state men^ of revenues and expendi~u~es, over a period of time, 

~ n ~ r e m ~ ~ t a l  cost: The change in total cost from a change in service provided, such as the cost of an 

additional custo~er, kW of deman I or kWh consumed. 

market; virtual supply not associated with a physical enerator" In speak~ng' s o m e ~ i ~ e s  referred to as 
an "inc" (p~onounced "ink".) 

usually sold to u~llit~es, tho~gh in some cases directly to end-use customers. These 

owners are often referred to as independent power producers. 

margin of safety of i 

income before and 
as other income. The interest char~es include interest on long-term debt, interest on debt of 

asso~iated companies: and other interest expenses. 

~ e n t  offer: A ~nancial offer to sell elect~ic energy at a specified location in the day-ahead energy 

r ~ a c ~ l ~ t y :  A fac~lity, or p o ~ i ~ n  thereof, that is not in a utility's rate base. Power is 

e ratio: The number of times that fixed in~erest charges were earned. It indica~es the 

rest on fixed debt. The times-interest-earned ratio is calculated using net 
r income taxes; and the credits of interest charged to construction being treated 

es: The revenues earned by generators through the electric energy mar~et that 

ss of the generators' short-run variable costs for fuel and other operating expefls~s, which 

assists in recovering fixed costs, the largest portion being capital costs. 

I 
costs and benefits of both demand and supply side resources are evaluated to develop the least total 

cost mix of ut~~ity ~esource options. In many states, IRP includes a means for considering 

environmental damages cause by ele~tricity s~pply~transmiss~on and iden~ifyi~g cost effective energy 

efficlency and renewable energy a~~erna~jves. IRP has be~ome a fo 

some states and under some provisions of the Clean Air Act A~endments of 1992. 

P): A pubk planning process and fra~ework ~ i ~ h i ~  which the 

I pr~cess prescri~e 

n e~ectric generating plant with output 

I variability of the energy resource rather than dis atched based on system 

sults from the direct. non-s~ore~ conversion of na~ural~y 

occurring energy fluxes such as solar energy~ wind energy, or the energy of free~flowing rivers (that is, 



I 
d e l i v e ~  by the supplier. Customers a pic ally receive a discount for agreeing to for their power to be 

ower: Power made available under agreements that permit cu~ailment or cessa~ion of 

n: ~ o ~ e t i m e s  referred to as inclining rates, graduated rates, baseline rates, 

n for a cus~omer class through which the unit charge for electricity 

increases as usage increases. 
: Raw mater~als: stocks. capital goods, or finished products kept by firms in order to a ~ ~ o w  

duction r e ~ u ~ r e ~ e n ~ ~  or fluctuat~ons in sales. 
~ t ~ ~ ~ t y  ( ~ ~ ~ ~ :  A pr i~a~e ly -o~ned el~ctrjc utility whose stock is publicly traded. It is rate 

regulated and authorized to achieve an allowed rate of return. 
J on costs: Costs incurred by a ut~l~ty in produ&ing ~u l t i p le  services but cannot be 

d~rec~ly assigned to any individual service or c~stomer class; these costs must be assigned according 

to some rule or formula. 
~ o ~ ~ t  Use Facilities: A facility that is used in c o m ~ o n  by two or more entities or power generat~ng 

units. Also know as C o ~ m o n  Use ~ac~li t ies. 
resent value of the cost of a resource: including cap~tal, 

of equal annual payments. 
Is of power are drawn by end-users. phical area wher 

Load casttrot p ~ o ~ ~ a ~ :  A program in which the utility company offers a lower rate in return for having 

permission to turn off the air cond~t~oner or water heater for short periods of time by remote control. 
This control allows the utili~y to reduce peak demand. Such progr 

demand-side m a n a ~ e ~ e n ~ .  

magnitude of the load during the period covered. The period is often a day, month, or year. 

percent. The load factor in icates to what degree energy has been con~umed compared to max~mum 

~oader heading of 

: The relation§h~p of power supplied to the time of oc&urrence. Illustrates the varying 

r: The ratio of average load to peak load during a specific period of time, expressed as a 

and or the util~za~ion of units relative to total syste ~ p a b i l ~ ~ y ,  An elec~ric system's loa 

variab~lity in all customers' demands. 
wing: Regulation of the power output of electric enerato~s within a prescribed area in 

response to changes in system frequency, tieline loading! or the relation of these to each other, so as 

to main~ain the  schedule^ system frequency and/or e~ tab l i sh~d in~erchan~e with other areas within 

~rede~ermined limits. Load following is a type of ancillary service. 
C): A legal entity engaged primarily in the retail sale and/or d e ~ i v e ~  

~ r ~ b ~ t ~ a n  sys~em that includes mainl~nes (that is, pipelines de~igned to carry 

large volumes of gas, usually located und r roads or other major r~ght-of"ways~ and laterals (that is, 

gas i n d ~ § t ~ ~  the sale of 

~roduce~s:  brokers, and arketers that are referred to as " n o n - ~ ~ C . "  
L 

capa&i~y from other parts of the system and demand is met by relyin on local ge~e~ation. 

ipelines of smaller diameter that connect the end user ta the ~ ~ i ~ ~ ~ n e ~ ,  Since the restr~cturing of the 

ior delivery arrange men^^ may be handled by other agents, such as 

ets: Areas of the s~stem where the ~ransm~ssio~ capability is not ad 



1: ~ecures  energy and tra~sm~ssion service (and ~e la~ed ~n~erconnec~ed 

~ p e ~ a t i o n s  ~ervices) to serve the e~ec~~ica l  demand an energy re~uiremen~s of its end-use 

cuslomers. In res~ructured s~ates, such entities are not necessa~ily the ut es that own ~ r a ~ s ~ i s s i o n  

and distribution assets. 
: ln~entional action by a utility that results in the reduction of more than 100 megawa~~s 

tamer load for reasons of maintaining the con~inui~y of service of the repo~ing entity's 

bulk electric power § u p ~ l y  system. The ~outine use of load control e~uipment th 

cus to~er  load is not consi ered to be a ~epo~ab le  ac 

co~duc~ed to p r e s e ~ e  reliability in exlreme op~rat~ng 

storage water heatin 
advan~ag~ of t i~e-of-u$e or 0th 

les would be rolling brownQuts 

riods. A ~ p l ~ c a ~ ~ o n s  include use of : Involves moving load from on-peak to 0%- 

e space hea~ing, cool s~orage, and cus~omer load shifts to take 

in organi~ed ma~kets' the LMP is the cost to sewe the 

owest production cost of all available generation, 

of the next unit of electric~t~ roduced. This includes 

one year from the date it was incurred. 
power ~kilowat~s) lost or unaccounted for in the 

opera~ion of an electric system. Losses occur primarily as energy transformations from kilowatt-hours 
to waste heat in electric conductors and apparatus. 

lance with respect to a 
h r~ugh specific auctions, as 

as NYMEX and the NYSE. 
are to significantly control or 

affect price by wi~h~olding production from the market, limiting service availability, or reducing 

rit order: The order that an RTO desi 

cleared offers, until the demand for elect 

level. 

s to opera~e based on the lowest to highest 

e: A rate schedule provision stating that: a cus~omer's bill cannot fall below a specified 

: To place a generating facility in an inactive state so that it can neither be brough~ into 

units: A specific generating unit that has been desi nated by the system opera~or lo be on 
o p ~ ~ a ~ i o n  immedi tely nor counted towards ~esewe margin. 

line or on the grid to insure the flow of electr~city. This must run unit is outside of economic 

and may or may not be a system's most efficient unit. A unit  ma^ be ~ e s i ~ n a t e d  as must run for 
e control or system stabil i~. 

rator under specific conditions designated ~ ~ ~ ~ y :  The maximum rated outpu 
by the manufac~urer. m en era tor namepla~e c a ~ a c i ~ ~  is usually ind~cate in units of ki~ovolt-amperes 

1 and in kilowa~ts ( on a namepla~e ~ h y s i ~ a l l y  ~ttached to the genera~or, 



bad c u s t  : The  holes sale and retail cus~omers on  hose behalf the Transmiss~on 

Frovider, by statute, franchise, regulatory requirements, or contrac~~ has underta~en an obligat~on to 

cons~ruct and operate the Transmission Provi er's sys~em to meet the reliable electric needs of such 

~ u s ~ o ~ e r s .  

oiy: An economic term conno~in a situation where one firm can produce a given level 

of output at a lower total cost than can any combin~~~on of multiple firms. atural monop~lies occur in 

~ndustries. which exhiblt decreasing average long run costs due to size ~eco~omies of scale). 

onom~c theory, a public monopoly governed by regulat~on is justified when an industry 

m o n ~ ~ o ~ ~  charac~er is~ i~.  
C): ~ r g a n i ~ a ~ i o n  ~ h o ' s  ~ i s s i ~ ~  is to 

ensure the rel ia~i~ity of the bulk power s~stem in North Amer~ca. They develop and enforce reli 
standards: assess re l i~b i l~~y  annu~ l  via 1  year and seasonal forecast monitor the bulk power 

 system^ evaluate users: owners, a 
ersonnel. ~ E ~ C  is a se l f - r~gulato~ organi~ation, subject io overs~~ht  by the U.S. Federal 

Energy ~ e g u l a t o ~  Commission and governmental authorit~es in Canada 

taxes, in~erest charges, other deduct~ons~ and ex~raordina~ deductions. 

~ransmission (or d~s~ribution~ lines ~nterconnected and opera~ed so that any rinc~pal point has multiple 

sources of power. 
~ ~ ~ ~ r c @ ~  In certain organized markets, any designated generating resource owned or 

purchased by a Network Customer under the e~work ln~egra~ion Transmission Service Tariff. Network 

Resources do not include any resource or any portion that is commi~ted for sale to ~hird parties or 

otherwise cannot be called upon to meet the N e ~ o r k  Customer's ~ e ~ o r k  Load on a non-~nt~rrupt~ble 

basis. 
es that are integrated with 

tors for preparedness~ and ucate' train, and certify 

e: ~perat ing income plus other income and ~ x ~ r a ~ r d i n ~ ~  income less operating expenses, 

ork: A system of ~nterconnec~ed circuit components. In power system usage, a s y s ~ ~ ~  of 

rk ~ p ~ r a ~ @ :  Modifications or additions to transmi~sion-rela~ed fac 

and support the Transmission Provider's overall Trans~ission System far the general benefit of all 

users of such T ransmi~~~on  System. 
orninal price: The price paid for a product or service at the time of the transact~~n. 

are those that have not been adjusted to remove the effect of changes in the purcha 
dollar; they reflect buying power in the year in which the ~ r a n s a c t ~ o ~  occurred. 

Load: A cus~ome~ls maximum energy 

mers who use large quantities of electricity may pay a mon~hly 

during each month. This maximum  ema and 

in the electric ~ n d u s t ~  can also be ca~led a cus~omer~s monthly non~co~ncident d e ~ a n  

can establish demand charges in rates, thou~h is ~ypically not used for cost alloca~ion purposes. 

~ransac~ions are t y p ~ c a l ~ ~  for short per io~s and subject to 

es called economy or interrup~i~le sales. 
of delivery by the s u p p ~ ~ e ~  or purchaser in ac~~rdance  with prior agreemen~s 

8s: Expenses other than o ~ e r a t i n ~  expenses (e.g.. debt service, working 



~a~~~ : ~ometimes referred to as other operating revenu@s! there are revenues 

that are inciden~al to a utili~y’s revenues received for primary service activities (e.g., ~nvestment 

r bad debt, land leases, rent I of electric towers for telecommunic 

it against the revenue require~en~. 
r: A wholesale consumer (unlike a full or p a ~ i a l  re~uiremen~s consumer) 

that purchases economic or coordination power to supplement their own or another sys te~ ’s  energy 

needs. 
e r ~ e :  Generating units that are not conn~c~ed to the system but are capable of 

ecified time, or in~~rrup~ible load that can be remov d from the system in a 

: An a~justmen~ of costs and rev~nues to conform to a typical year. Separate from tax 

d deferred income taxes. 
1: A draft generic policy change promulga~e~ by r e g u l a ~ o ~  

specified time. 

agencies 

use p r ~ v i s i ~ n  of electric service where a utility is required to serve all customers who request service 

at non-discriminatory prices. This obl~ga~ion is rendered in return for grant in^ of a geographic retail 

service monopoly” 

t r a ~ s ~ i s s i o n  service, as long as capacity is availa~le, with the objective of creating a more compe~itive 

wholesale power market. 
: Expenses related to main~~ining day-to-day utility functi~ns, including operation 

and ~aintenance expenses. 
: Revenues directly related to the utility’s  prima^ service activities. 

nce: A document listing the terms and conditions’ including a schedule of prices, under which 

~~~~ to ~ e ~ e :  The concept embodied in the s~atu~es of most states governing the retail or end- 

n a ~ c e ~ ~ ~  Enables all pa~icipants in the wholesale market equal access to 

utility services will be provided. 

These include forfeited discounts, miscellaneous service revenues, sales of water and water power, 

rent from electric prope~y, interd~pa~mental rents, and other revenues. In some cases, all such 

revenues are c r e ~ i t e ~  to cus~omers while in other cases the utility and  atep payers split such revenues. 

er o p e r ~ ~ j ~ g    eve nu^: ~perating revenues received from sources other than electrici~y sales. 

enerat~r for operating when it is more expensive for it to do so 

in quantity demande~ in respon~e to a 

percen~age change in price of the sa 

scheduled on any other system. ~ l e c ~ ~ i c i ~ y  flows on parallel paths in amounts inve~sely propo~~onal to 

each pa~h~s  Impedance. Due to parallel flows, point~to~po~nt ~ransmiss~on sales ~ e ~ w e e ~  two ut 

could lead to i~creased t r a ~ s ~ i s s i o n  conges~ion for a third utility. 

carry all its load and whose energy seller is a l~ng-~erm firm power source sup~lemental to the 

: ~lectricity flow on a utility’s transmission system ~ e ~ u l t i n ~  from elec~rici~y ~ ~ w s  

art.ial requir r: A wholesale consumer with ge~era~ing resources insu~~cient to 



enerati~n or energy recei~ed from others. The terms and condi~~ons of sale are 

similar to those 'For a full requirements consumer" 
"1: Refers to financing a capital project with existin cash flows, thus avoiding 

: The amount of time required fro the net revenues of an inves~ment to return its costs. 

Taxes, such as FICA, Social ~ecurity taxes, and federal and local unemploymen~ taxes, 

on the basis of employee salaries. 

ny period of time when the system operates at maximum capacity. 

: Employment of su~plemental power supply, demand side resources, or rate designs to 

This metric is oNen employed for energy efficiency measures. 

reduce peak demand. 

rate base. 

fant use: Plant held in rese~ve for use in the future. Such plant is usually  include^ in 

: A point on the electric system where a power su plier or wheeling entity delivers 

electricity to the recipien~. This point could include an interconnec~ion with ano~her sys~em or a 

substation where the transmission provider's transmission and distrib~tion s y s t e ~ ~  connect to another 

system. 
where an entity receives electricity from a power 

n ~ e n s ~ o ~ s  (PBOP): ~ ~ m e t i ~ e s  called other post employment 

r factor: The fraction of power a c t u a ~ l ~  used by a cus~ome~'s elec~rical e q u i p ~ e n ~  compared to 

benefits (OPEBs). These include heal~hcare; life insurance, and other non-pension b e n e ~ ~ s .  

the total apparen~ power supplied, usually ex ressed as a percentage. Power factors apply only to 

a~~erna~ing current circuits; direct current circuits always exhibit a power factor of IO0 percent. A power 

factor indicates how far a customer's electrical equi ment causes the electr~c c ~ r r e n ~  delivered 

customer's site to be out of phase with the voltage. 
Power factor a ~ ~ ~ ~ t ~ e n t :  A calculation or charge on ~nd~str ial or commercial customers' bills 

reflecting an ad jus~~en t  in billing demand based on cus~omer's actual metered power factor. If the 
power factor stays within a spec~f ie~ range, there is no adjustm~nt, 

easure of the responsiveness or change in electric loading on 

ue to a change in elec~ric p o ~ e r  transfer from one area to ano~her: expressed in 

ercent (up to 1~~~~ of the change in power transfer. The PTDF applies only for the pre-con~inge~c~ 

endi~ure for future benefit, which is recorded on a balance sheet asset account 

n a period when the bene~t is enjoyed. An example is 

yment ~ P ~ ~ )  rece~ved n years hence equals: P 

where i equals the interes~ rate. 
rice cap: A m e t h ~ ~  of se~~ing a u ~ ~ l i t ~  dis~r~bu~ion company's rates whereby regulators establish a 

maximum allowa~le price level. ~ l e x i ~ ~ l i ~ y  in ind~vi~ual  pricing is allowe in some cases, and where 

ains can be e n c ~ u r a ~ e d  and capture by the compa~y. 



: The process by which a regulator de~e~mines the prudence of utility resource 

he heart of the goal of a~igning private and pu lic interes~s. For u ~ ~ l i t y - b ~ i l ~  

resources~ utilities often seek this approva~ many ye rs prior to the resource being determined "used 

and useful," and available for service. For l o n g ~ t ~ r ~  purcha~ed power con~racts~ utilities seek a 
prudence review rela~ively contemporaneous~y with availabili~y of the  resource^ assu 

for the purchase are in operation. If the power pu~chase is for a project not yet compl~ted~ utilities may 

seek prior a p ~ ~ o v a ~  of the ur~hase ag~eemen~ as they would for a u~iIity"bui1~ plant. 

er ~ ~ j u s ~ ~ e ~ ~ :  A clause in a rate schedule that p~ovides for ad~us~ments to the bill 

another el~ctric system is acquired and it varies fro a specif~ed unit base amount. 

la~ory Folicies Act of 7 978 ~ ~ ~ R P A ~ :  This statute requires States to implement utility 

ecial m a r ~ e ~ s  far co-generators an small producers who meet conse~a~ ion  pro~rams an 

certain s~andards~ i n ~ l u ~ j n g  th q u i r e ~ ~ n ~  that States set the prices and quant~~ies of power the 

tion facility or small power production f a ~ i l ~ ~ y  which 1) is a 

alify~ng facili~y under PURPA and FERC's Regul itted to sell electric energy and 

capacity to the host utility at the host utility's avoi~ed cost rate, 3) is not owned by an entity primarily 

engaged in the sale or genera~ion of electric power, and 4) in the case of cogenera~ion facilities, and 

small power product~on der 30 megawat~s in size (80 megawa~ts for g e o ~ h e ~ ~ a l  

the provisions of the Fe era1 Fowe~  Act and the Pu 

r distribution system that is not n~~worked and does not provide multiple 

parallel flow paths. Radials often connect remote generation to the rest of the transmission grid. 

1 The value, speci~ed by a regulato~ authority, upon which a utility u usually an investor 

lity) is permit~ed to earn a specified rate of return. The rate base generally represents the 
operty used by the utility in providin service and may be calcul ted by any one or a 

combination of the following accoun~~ng methods: fair value, prudent inves~men~~ reproduction cost or 
original cost. The rate base may inch e a work in^ capital a l l ~ w a n c ~  covering such elements as cash, 

upplies: prepaym~nts, minimum bank balances and tax offsets. The 

eductions for accumulated prov~sion for depreciation, c o n t r i ~ ~ ~ i o n s  in 

aid of cons~ruction, accumulated deferred income taxes and a~c~mula ted  deferred inves~men~ tax 

credits. 
I usually before a regulatory commission, invo~ving the rates to be charged for 

~ s ~ ~ ~ :  The design and organi~ation of billin char~es by customer class to d~5~ribute the costs 

I I  rate of return, pre-tax, return, w e ~ ~ ~ ~ i n g  the cost of debt and the return on 
allocated to the differ en^ c lasse~~ 

1: For each hour, the ~ e ~ ~ i r e m e n ~  that each market ~ a ~ j c i p a n ~  (in 

organ~~ed wholesale markets~ has for ~ r o v i d i n ~  electric ene y ~megawa~t~hours) at each node, 

external node, load zone, or the Hub equal to the me awat~-hours of load, ~ncluding external 

t ran~act i~n sales and internal bilateral ~ransac~~ons that ~~ansfer ~hese obli 



tes that adjust in real-time based on wholesale ele~tricity costs. 
et: An IS0 market where resour~es c 

m~nute reserves are designa~ed in real time; for which they are 

le of providing 1 O-minute and 3O- 
the reserve market cle 

r: The portion of electr~ci~y that ~stablishes and susta~ns the electric and magnetic 

ing~current e~uipmen~. Reactive power must be ~ u ~ p l i e d  to most types of magnetic 

e~uipment, such as motors and transformers, Reactive power is provided by generators, synchronous 

condensers, or electros~~tic equip ent such as capa~itors and di~ectly influences e le~ t r~c  system 

voltage. It is a derived value equal to the vector difference between the apparent power and the real 

power is an ancillary service, sold through some RTO markets" 

ower. It is ~sually ex ressed as ki~~volt~amperes reactive ~ ~ V A ~ ~  or megavolt~a~pere r e a ~ ~ i v e  

1 A u~ility company-sponsored c o ~ s e ~ a t i o ~  pro ram whereby the utility funds or 
provides a bill credit equal to a portion of the purc~ase price cost when a more energy-e~ic~en~ 

refrige~ator, water heater, air condi~~one~, or other ap liance is purchased. 
f :  An in~ependen~ regiona~ t~ansmission operator and 

ERC and that meets FERC's RTQ c ~ i ~ e r ~ a ,  in~luding those rela~ed to 

independence and market size. The RTU controls and manages the high-vo~tage flow 
over an area generally larger than the typical power company's service territory for its 

conduct system plannin~. RTOs ~nclude 

Opera~or, the Southwest Power Pool, th 

ost RTOs also operate day-ahead, real-time, ancillary services. and capacity markets and 
I~O-New ~ n g l a n d ~  the Mi west lndepende~~ System 

York ISQ, and the ~alifornia IS0  ~ ~ A I S 0 ~ .  

uiation: The capability of specially equipped genera~ing resources to increase or decrease their 

ration o u ~ p u ~  every four seconds in response to signals they receive from the IS0 to control slight 

changes on the system. This capability is necessary to balance supply levels with the second-to- 

second variations in demand. 
u l a t ~ ~  Asset: A promise of collec~ion of a cost at a future point. Regulatory assets are added to 

ufatory Lag: The la s of time between a pe~i~ion for a rate increase and the formal action by a 

regulatory body. 
credit against rate base due usually to a timing d i~e~ence  between when 

tion, are incurred and recovered through rates. 
: A ~ ~ a s u r e  of the reljab~Ji~y of the bulk power system to meet  ema and and the 

: - An agreement made between the IS0 and a g e n e r a ~ ~ ~ n  owner w~ereby an 

perate, even when it is not economical to do so, to ensure system 

ion owner recovers the fixed costs foro era~~on; s o m e t ~ ~ e s  termed 

in: The amount of capacity a system can supply 

5-20 percent reserve ca acity is ~eeded for 
g a monopoly system of e l e ~ ~ r ~ c  u ~ i l i ~ ~ e s  with 

s ~ ~ c ~ e n c ~  of the sys~em's ~enera~ing resources. 

allowing i n ~ i ~ i ~ u a l  retail custo~ers to choose their e lec t~~c i t~  supplier but still receive d e ~ i v e ~  over the 
power lines of the local utility. It ~nc l~des  the rec~nfigur~tion of the vert~cally~~ntegrated electric u~i l i~y. 



cy: The abi~ity of a bulk electric power system to sup~ly  the aggregate e~ectrical 

demand and energy requ~rements @e., the electrical loads of all the customers at all times plus 

external transaction sales to other control areas), t~k ing  into account scheduled an 

e x p e c ~ e ~  unsch~duled outages of sys~em devices (e.g., genera~ors~ transformers' circuits, circuit 

br~akers, or bus sections). Annual exp~cted system r e s o u ~ ~ e  adequacy is calcu~a~ed in terms of 

system loss-of-load expeclation~ accoun~ing for load forecast unce~a~nty caused by weather and 

resource ava~~abil~ty and re~ecting assumed forced and scheduled outages. 
: The process of mov~ng electric power from a point of g~neration across th i~d-pa~y- 

ion and distribution systems to a ret i i  custo~er. ~ w n e r s  of power must 
~rans~iss ion fees to system that they wheel ~ h ~ o u g h  in most cases. 

: The perm an en^ removal from service of a ~acil i~y, which cannot return to service ~ i ~ h o u ~  

: Compensation for the invest~ent of  capital^ Le., earnings. R e ~ ~ l a t e d  public ut 

statutorily entitled to charge rates that permit them to earn a fair return on  heir equity invested. 
ue r ~ q u i r ~ ~ e n t :  the annual revenues that the utility is entitled to collect (as modi~ed by 

au~oma~ic adjustment clauses). it is the sum of operation and maintenance ex enses, depreciation, 

taxes, and a return on rate base. 
ydro: A hydroe~~c~ric plant which depends chiefly on the flow of a stream as it occurs 

for generation: as opposed to a storage project, which has space availa le to store water from one 

season to another. Some run-of-river projects have a limited storage capacity  ponda age) which permits 

nt: The sum total of the revenues required to pay all operating and other costs of 

ales that vary by season Time-of-use rates: Rates that vary by time of day and day 

mflow on a daily or weekly basis. 

of the week. 
~ e c u r ~ t i z ~ t i o n :  A rock-solid, often s~atute-ba~ed~ overnment gua~antee of cost recovery, which is 

uce financing costs by eli i n a ~ i n ~  the risk of non~recove~.  

n: A generation facility ded~cated to s e ~ i n g  a pa~icular retail customer, usually located 

on the cus~omer's ~ r e m i s ~ s .  The facili may either be o ~ ~ d  directl~ by the retail custo 

by a third party with a contractual arra emenl to provide electricity to meet some or all of the 

custome~s load. 
~ n ~ l ~ ~ ~ ~ :  A procedure that determines how sensitive the analysis's outcomes are to 

chan~es in assumptions, If a small change in the assumpt~on resu~ts in ~elativeiy large changes in the 

a ~ t ~ o m e s ,  the o ~ ~ c o ~ ~ s  are said to be sensitive to that assumption. 

  ha ping an a hyd~oele~~r ic sys~em usually involves the ad jus~~en t  of water releases from reservoirs so 
that genera~ion and load are con~inuously in 

l n t e r ~ ~ ~ t e n t  genera~ion, such as wind and solar, require s ~ a ~ i n g  by other generat~~n resou~ces" 

main~ena~ce casts. 

: The ~cheduling and op ration of genera~ing resou~ces to meet changing load levels. Load 

atural gas plants can ust to mee~  load. 

roduc~ion costs includin fuel and operal~ons and 

: Debt that is payable less than one year from the date it was incurred. 



: Unused capacity available from units connected to and synchroni2ed with the grid 

demand. The spinning reserve must be under automatic governor control to 

system requ~remen~s. 

s: A method of pricing where the buy and the seller agree to divide the difference 

costs of producing power and the yer's o t h e ~ i s e  availab~e purchase price of 

power. Such arrangements can also take place be~ween utili~ies and ratepayers for energy efficiency 

p~ograms, 

~ i ~ h i n  I O  days) and the  contra^^ duration is rel tively short (e.g., 30 days). Such markets include those 

run by RTOs and lSOs as well as over-the-counter markets like NY 

purchased for delivery within one year, gener~lly on an interr~p~ible or best efforts basis. Spot 

purchases are often made to fu~f~l l  a cert in po~ ion  of energy re~u~rements, to meet unanticipa~ed 

energy needs, or to take advaniia 

commo~i~y  trading. In the futures and options markets a sprea is the simultaneous purchase and sale 

Pot : Com~odity transac~~ons in which the transac~ion c o m ~ e n c e ~ e n t  is near term (e.g., 

-term single ship men^ sale of a commodi~y, ~ncluding e~ectri~ity or gas, 

: The difference between two prices, amounts or numbers such as the bidlask prices in a 

cts in the expec~ation of a favor ble cha~ge in their relatjve prices, 
A measure of the vola~ili~y of an underly~ng instrume~t. It is a s ~ a ~ l ~ ~ ~ c a l  quan~i~y 

that measures the m a ~ n i t u d ~  of the aily price change of that asset. 

Stan uct: Requirements under FERC's ma~ket~ng a ~ l i a t e  rule, which prohibit 
~scr i~ ina t~Qn in favor of the ipeline's own m a r k e ~ ~ n ~  affilia~es and which require pipel~nes to sub mi^ 

reports de~ailing compliance with the rules. 
port service that is avail~ble, as needed, to supplement a con sum^^, a util~ty 

or to another utili 

ht Fixed ~ a ~ i a ~ ~ e  

ormally scheduled power that becomes unavailable. 

esign: A rate design method applied by the FE 

pipelines which a l lo~a~es all fixed costs to the demand componen~ and all variable costs to the 

commodity, or usage com 
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FOREWORD 

The cost recovery of expenses associated with protecting critical electric, natural gas, 
telecommunications and water infrastructures is one of the most important issues to be addressed 
by the NARUC Ad Hoc Committee on Critical Infrastructure. This report synthesizes the work 
of the Committee to date and identifies cost recovery protocols successfully used by State 
regulatory commissions to address infrastructure security cost recovery requests. These cost 
recovery protocols can serve as models for States and will provide an essential means to help 
ensure that our Nation’s critical utility infrastructure is protected. The impressive amount of 
effort by State commissions shows a bedrock commitment for ensuring that utility infrastructure 
protection efforts are adequately funded in order that our Nation’s consumers can continue to 
receive an uninterrupted supply of utility services. 

Much of the Nation’s critical infrastructure is subject to regulation through an administrative 
hearing process that is carried out through State public utility commissioners. The regulatory 
processes for recovering investment costs in utility infrastructures in many States are handled 
through rate of return regulation and other cost recovery mechanisms. This paper examines the 
manner in which investments to protect critical utility infrastructures can be effectively 
accommodated within these existing regulatory frameworks. The first part of the report provides 
an overview summary, and the subsequent parts provide a more detailed discussion. 

I gratefully acknowledge the assistance provided by the U.S. Department of Energy’s Office of 
Energy Assurance to support this important effort. 

The Honorable Connie 0. Hughes, Chair 
NARUC Ad Hoc Critical Infiastructure Committee and 
Commissioner, New Jersey Board of Public Utilities 
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EXECUTIVE SUMMARY 

State regulators and energy utilities have focused a considerable amount of attention on 
protecting the critical infrastructure of America’s electric and natural gas utilities. One example 
of this is the cost recovery work done by the NARUC Ad Hoc Committee on Critical 
Infrastructure. This report draws upon the extensive work of the Committee, most notably its 
two cost recovery workshops, and several critical infrastructure surveys of state commissions 
conducted by NRRI. The objective of the report is to provide state regulators with information 
about the variety of workable cost recovery protocols that exist for energy utilities. 

This report to the Ad Hoc Committee on Critical Infrastructure identifies cost recovery protocols 
used by state commissions. In some states, new legislation or regulatory proceedings were 
developed to deal with cost recovery. In most instances, existing regulatory cost recovery 
mechanisms were used. Many of the cost recovery protocols involve some form of a rate case 
proceeding. In most states, commissions have not received a security-specific cost recovery 
request. It may be that incremental security costs did not reach a materiality threshold in some 
states, or that security costs were not discussed explicitly in rate case filings. Of the states that 
have directly addressed security costs, all have done so in a rate case context. Generally, either a 
separate protocol path was followed that was then paired with a rate case, or the whole cost 
recovery request was entirely made in a specific general rate case proceeding. In all instances, 
the rate case requirement that a recoverable cost be prudent, or just and reasonable, was a 
central concern. 

The different protocols are specific attempts to smooth out any bumps on the road to the 
recovery of prudently incurred costs. Some cost recovery examples include: 

A Kansas Act providing for confidentiality of the amount requested and allowed. 
(See 2003 Kansas HB 2374, codified as Kansas Statute Nos. 66-1234, 66-1235, and 66-1236.) 

The Florida Commission’s use of two adjustment clauses. (See Florida Public Service 

Commission, Order No. PSC-02- 1761-FOF-E1 and Florida Public Service Commission, Order No. PSC- 

01 -25 16-FOF-El.) 

A Michigan Act allowing use of deferral accounts and a security recovery factor. 
(See Michigan Compiled Law, Chapter 460, Act 3 of 1939, Section 460.10d.) 

The New Jersey Board’s establishing an ongoing dialogue. 

The Oklahoma Corporation Commission’s use of a Notice of Inquiry process. (See 

Oklahoma Corporation Commission, Case No. PUD 200300624.) 
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INTRODUCTION AND OVERVIEW 

An important new concern for utility industries and regulators alike is the need for cost recovery 
of security-related expenditures. Utilities expect that state commissions will approve recovery of 
appropriate critical infrastructure protection costs. The NARUC Ad Hoc Committee on Critical 
Infrastructure has conducted several surveys, undertaken a series of cost recovery workshops and 
commissioned this study in order to assist state regulators in developing model cost recovery 
protocols that address this need. 

An important issue raised during the NARUCDOE cost recovery workshops and by many state 
commissions in general, was the need for a practical examination and documentation regarding 
the best ways to handle cost recovery for security related expenses. The nation’s utilities have 
clearly made post 9/11 security investments in both restructured and nonrestructured states. 
This report identifies and discusses critical infrastructure protection cost recovery protocols that 
are appropriate for energy utilities in a variety of regulatory frameworks. It also includes the 
existing cost recovery mechanisms successfully used by state commissions associated with each 
protocol. 

What is a Cost Recovery Protocol? 
What is a Cost Recovery Mechanism? 

Cost recovery protocols, like much of regulation, are about process. 

A cost recovery protocol is the identifiable process that a commission uses to 
address a request by a utility in order to determine whether requested monies will be 
recovered. 
A cost recovery mechanism is the specific technique used for cost recovery. The 
protocol underlies the logic path for cost recovery for a rate regulated utility and the 
cost recovery mechanism, say, an adjustment clause, is how the commission 
authorizes the actual cost recovery. 

Many Cost Recovery Protocols Exist 

Since 9/11, a number of state commissions have responded to utility cost recovery requests.2 
The cost recovery protocols and mechanisms examined in this report are all reasonable 
approaches and no one protocol or cost recovery mechanism is recommended over another as the 
circumstances in different states may make one protocol more appropriate than another. As will 
be seen later, the actual cost recovery mechanisms - such as a deferral account - can be used 
in more than one protocol. 

In some instames, new legislation or regulatory proceedings were developed to deal with critical 
infrastructure cost recovery. In most cases, existing regulatory cost recovery mechanisms were 
used. Nearly all of the protocols include apath to some form of a rate case proceeding. This 
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level of activity seems to indicate that the Ad Hoc Committee on Critical Infrastructure’s efforts 
to develop critical infrastructure cost recovery protocols are well timed and will be helpful to a 
number of state regulatory commissions. 
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1. COST RECOVERY ACTIVITIES, 
PROTOCOLS AND MECHANISMS 

Cost recovery protocols mirror the regulatory reforms that states have undertaken in the past 
decade. In the energy arena a mix of rate base regulated and competitive market regulatory 
frameworks exist, with cost recovery requests occurring only in the regulated portions of each 
sector. In addition to energy utilities, water utilities have made a significant number of recovery 
requests, all of which have been handled under a rate base regulatoryprocess. Some form of 
price caps is the dominant type of regulation for telecommunications utilities. Accordingly, it is 
not unexpected that no security cost recovery requests were reported in our survey for 
telecommunications utilities or providers. 

Figure 1 provides a general framework for the discussion of cost recovery protocols and 
identifies three protocols (administrative, traditional, and restructured) along with a set of cost 
recovery mechanisms. 
the protocols can be applied to different regulatory regimes and specific cost recovery situations. 
Because the cost recovery mechanisms available are the same for all three protocols, the real 
regulatory differences in Figure 1 are driven by three considerations: 

While any state regulatory commission may have important variations, 

1. Do pre-existing critical infrastructure cost recovery mechanisms already exist? If the 
answer is “Yes”, then it is appropriate to use the administrative protocol for those pre- 
existing mechanisms. 

2. Is the energy market in the state subject to traditional rate-based regulation? If the 
answer is “Yes”, then the traditional regulatory protocol is the correct protocol. 

3. Has the energy market in the state been restructured? If the answer is “Yes”, then the 
restructured protocol is the one to use. 

The three protocols shown in Figure 1 arise because of the differences in the underlying logic 
within each. All states have administrative processes that occur on the front end of a cost 
recovery issue. Depending on the circumstances, this may lead directly to a cost recovery 
mechanism, or down one of the other protocol paths (traditional or restructured). 

In a restructured environment, the protocol logic says cost reimbursement requests are examined 
differently than in a traditionally regulated market. Regulatory standards such as used and 
useful, just and reasonable, and prudence tests are similarly applied in each protocol, except that 
a competitive market perspective is also employed in the restructured regulatory environment. In 
most states, security investments have been initiated by utilities and not necessarily solely in 
response to governmental directives (see Figure 2). Interestingly, the utilities in most states have 
not filed for recovery security costs (see Figure 3). 
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Figure 1: Security-Related Cost Recovery Protocols and Mechanisms 

Pre-Filing 
Activities 

Administrative 
Process Protocol 

. 
Cost Recovery Mechanisms 

0 

0 Adjustment clauses 
0 Deferral accounts 
0 Line item changes l 0 Closed proceedings 

Base rate changes to tariffs 

Figure 2: Who is driving security-related investments? 

Other 
Mostly state PSC /f 11% 

Mostly state (non- 
PSC) 
5% 

Split fedktate 
8% 

Mostly fed. govt. 
16% 

According to state public service commissions (PSCs) - It is mostly the utilities. 

Source: Authors’ construct from McGarvey and Wilhelm (2003), n=37 (10 other states reported no 
investments). 
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2. PRE-FILING ACTIVITIES AND 
ADMINISTRATIVE PROCESS PROTOCOL 

Prior to the filing of a formal rate case, state rules may permit a utility to discuss issues with the 
state commission. Two types of preliminary activities identified are pre- filing discussions and 
ongoing dialogues. While significant differences exist between states, 

Some state rules allow for discussions between utility and regulator prior to filing. 
This can serve to brief regulators about security cost considerations. 
Another activity is to promote an ongoing dialogue, such as New Jersey has done, 
that allows regulators and utilities to discuss infrastructure security issues, including 
cost recovery. 

Commissions clearly have a well- formed set of administrative processes for addressing cost 
recovery issues. These processes serve as filters. The administrative protocol for security- ’ 

related costs is applicable if and when a legislative act or commission rule specifies a particular 
cost recovery mechanism, such as Connecticut’s Special Infrastructure Cost Recovery Hearing. 
This allows the commission to have a more focused cost recovery process, and not to have to 
rely on the traditional regulatory protocol. 

Figure 3. Are utilities filing for security-related cost recovery? 

Other 
2% 

No (but aware 
that expenses 

have been 
made) 
24% 

Most states still have not had filings even though they are aware that security- 
related expenses have been made. 

Source: Authors’ construct from McGarvey and Wilhelm (2003), n=49. 
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3. REGULATORY PROTOCOLS 

Regulatory protocols guide the processes state commissions use to make cost recovery decisions. 
In states with vertically integrated, rate base regulated electric and natural gas utilities (see 
Figure 4), rate cases are the primary way that critical infiastructure costs are addressed. Iowa, 
for example, examined and allowed specifically identified critical infrastructure costs in several 
rate cases. In some other states, rate cases were pending but not resolved. Most states surveyed 
by NRRI indicated that they had not seen a specific critical infrastructure protection cost 
recovery request. 

In states with restructured electricity markets, generally a base case exists that deals with cost 
recovery. The logic underlying a utility cost recovery request is that the increase in security 
costs was not known at the time of restructuring and that a filing to recover these costs is 
appropriate. In Connecticut, as noted above, and in Michigan the legislature acted to allow the 
regulator to consider cost recovery for electric utilities. In restructured markets, cost recovery is 
more risky than in traditionally regulated markets. 

~~ 

Figure 4. Map of state electricity markets 

Traditionally regulated states (27) States with full restructuring (1 7) 

States with formally reversed, 
suspended, or delayed restructuring 

States with limited restructuring (3) 

Source: Authors' construct from Potter (2003), updated to Tune 2004. 
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In each of the cost recovery protocols and cost recovery mechanisms, regulators consider all cost 
changes before determining what security costs are authorized for recovery, although cost 
recovery is not guaranteed, just allowed. A utility may present valid and well-documented 
critical infrastructure protection cost information, but not be allowed the opportunity for cost 
recovery because an equal offsetting cost savings has occurred. It may be that the cost-of-capital 
has decreased and these documented savings necessarily reduce some portion of the security 
costs allowed for recovery. Equally, significant cost offsets may not exist, or may be dealt with 
in a subsequent proceeding. These cost recovery considerations also apply to regulated water 
and telecommunications utilities. 

4. COST RECOVERY MECHANISMS AND OPTIONS 

NRRI’s survey of the states identified eight main cost recovery mechanisms (see Table 1) that 
have been successfully implemented in various states. Utilities have been allowed the 
opportunity to recover their critical infrastructure protection costs in restructured as well as 
traditional regulatory environments. All of the mechanisms are described in detail in Section 3, 
Detailed Discussion of Security Related Cost Recovery, but the outlines of each cost recovery 
mechanism can be seen in Table 1 ,  and additional cost recovery options are noted in Table 2. 

Table 1: Key Cost Recovery Mechanisms and State Examples 

State 
Example Highlights Cost Recovery 

Mechanism 

Legislative act provides confidential treatment of security 

Recovery is net of insurance or government funds 
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Base Rate Changes to Tariffs 

A rate case is the standard way regulated utilities recover costs through a change to the existing, 
or base tarifT, in which prices are authorized to increase to cover allowable and needed increases 
in capital, O&M, and other costs. While all of the mechanisms listed in Table 1 serve distinct 
purposes, they all have a common origin in a rate case where utility requests to change tariffs are 
resolved. In a traditional regulatory environment protocol, other types of cost recovery 
mechanisms are possible-most notably an adjustment clause-but each mechanism is either 
authorized in or reconciled to the rates previously approved in a rate case, although a significant 
time lag may exist. In a restructured environment protocol, commissions are able to consider 
rate changes for distribution rates, or retail customers, or standard offer customers, but these are 
generally tied to an initial rate case. NRRI found: 

States with pending utility rate case filings for critical infrastructure cost recovery, but as 
no action had been taken, no trend lines can be drawn. 
States with rate cases filed, but which do not have specific security costs identified. 
Instances where utilities have indicated that they do not intend to file for cost recovery. 
Iowa’s consideration and approval of security costs. 

Adjustment Clauses 

In many states, adjustment clauses may be used to recowr extraordinary costs that occur 
between rate cases. The Florida Public Service Commission used two different adjustment 
clauses to allow, in part, three Florida utilities to recover security costs due to compliance with a 
Nuclear Regulatory Commission order and for security, actions taken that were consistent with 
Presidential Homeland Security directives and North American Electric Reliability Council 
 action^.^ Some of the costs authorized for recovery were costs that would normally be classified 
as capital items. 

Closed Proceedings 

Except for proprietary information, commission proceedings are generally open. Due to security 
concerns, the Kansas Legislature acted to provide a confidential proceeding where the amount of 
recovery requested, the amount allowed, and the method of cost recovery were kept 
confidential. Its focus was on post-9/11 security costs and provides for a cost recovery period 
within half of the useable lifetime of the investment. The Act also allowed the Citizen’s Utility 
Ratepayer Board access within a protective order. 

Deferral (Balancing) Accounts 

Deferral accounts allow a utility to accumulate critical infiastructure protection expenditures that 
may be recovered in a rate case or other proceeding. This may be the cost recovery mechanism 
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State 
Example Highlights Cost Recovery 

Options . 

most commonly used in conjunction with other cost recovery mechanisms. The Michigan 
legislature specifically authorized such an account so that costs could be accrued and deferred 
until rate caps are r e m ~ v e d . ~  

Special Cost 
Recovery 
Proceeding 

Security Recovery Charges 

Ensures that ratemaking includes consideration of 
reasonable security costs Connecticut 

In addition to general costs, a commission may allow a specific cost to be recovered through a 
security factor that can be included in rates. In Michigan, enhanced security costs can be 
recouped through a security recovery factor. In authorizing recovery, the commission must 
determine if costs are reasonable and prudent and are jurisdictionally assigned to retail 
customers. 

Table 2. Other Cost Recovery Options and State Examples 

Notice of Inquiry 

Rather than using a rate case, a commission may initiate a special proceeding or notice of inquiry 
(NOI) to establish a cost recovery framework (see Table 2). Cost recovery, confidentiality of 
data, and other critical infrastructure protection issues have been approached by Oklahoma 
through the NO1 process.* Cost recovery was a central issue covered. Formal commission 
action is still pending, however. 

Ongoing Dialogue 

New Jersey, and Ohio told NRRI that they had a dialogue with their utilities. In New Jersey 
dialogue occurred through the New Jersey Infrastructure Advisory Committee. In Ohio, utilities 
are informally polled as they file rate cases. 
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Special Cost Recovery Proceeding 

The Connecticut legislature acted to ensure ratemaking consideration of security costs. 
Connecticut regulators must examine the costs and find them reasonable. Connecticut has 
accepted some costs, but not others. 

Concluding Observations 

State regulatory commissions have acted in a number of ways to address the infrastructure cost 
recovery concerns of utilities, legislatures, consumers, and other stakeholders. In the majority of 
instances, state commissions have not received a specific cost recovery request (see Figure 3). 
It may also be that incremental security costs did not reach a materiality threshold and were not 
discussed explicitly in rate case filings. Of the states that have directly addressed security costs, 
all have done so in some form of a rate case context. Often, either a cost recovery mechanism 
was followed that was then paired with a rate case, or the whole cost recovery request was 
entirely made in a general rate case proceeding. In all instances, the rate case requirement that a 
recoverable cost be prudent, or just and reasonable was a central concern. 

The cost recovery mechanisms that were paired with the rate cases are interesting and reflect 
attempts to work out key issues in advance. The Kansas closed rate case focused rate case and 
appears to be an expedited approach. The adjustment clauses and the focused issue hearings 
expedite recovery by producing, in effect, a commissionapproved cost pre-approval that would 
be confirmed in a subsequent rate case. A number of rate cases used various forms of 
stipulation, or agreements between the parties, that also had the effect of looking like a pre- 
approval of costs, although commissions were not necessarily bound by a stipulation among the 
parties. The general rate case was without a doubt the most common critical infrastructure 
protection cost recovery approach. 

5. COST R3ZCOVERY CONSIDERATIONS 

Subsequent to a determination that there is a need for recovery of costs, how closely a state 
commission might want to exercise its prudence review should be influenced in part by the type 
of regulation to which the particular utility is subject. In other words, which protocol path is 
most appropriate? 

If the anticipated expenditures on security are relatively small and the utility is over-earning, 
then a utility might be reluctant to bring a rate case to recover its additional cost. Some utilities 
might be uncertain about expending money or investing in security if they are subject to a price 
cap or a rate freeze. In such a situation, all other things being equal, there might be an incentive 
for the utility to under-invest in security measures. This can be particularly troublesome as many 
security-related expenditures have positive externalities and they might have the effect of making 
the utility network more secwe. Equally, state commissioners are also sensitive to not creating 
an incentive for carte blanche expenditures on security, which in turn end up directly in higher 
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rates. State and federal commissions have been sensitive to any possible incentive for a utility to 
cut expenditures to suboptimal levels under price cap or rate freezes, unless other mechanisms 
for cost recovery are created. 

The policy implications are that: 

State commissions regulating utilities subject to either a price cap or rate freeze might 
mandate security measures (which would be difficult to the extent that asymmetry of 
information would tend to favor the utility having expertise over the commission). 
The commission might try to isolate prudently incurred security-related expenditures, or 
investments and provide for a special rate adjustment or rate supplement mechanism to 
allow these costs to be recovered. 

At the federal level, as of June 2004, the FERC had approved at least five cost recovery 
surcharges.' And, as stated in the FERC 's FY 2005 Congressional Performance Budget Request, 
the FERC plans to give its highest priority to processing any filing made for the recovery of 
extraordinary expenditures to safeguard the reliability of our energy transportation systems and 
energy supply infrastructure. The FERC has set as its performance target of timely processing of 
such filings: within 30 days for gas and oil rate filings and within 60 days for electric filings. l o  

6. OTHER IMPLICATIONS 

Other implications for states when conskiering critical infrastructure cost recovery requests 
include: 
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A need exists for critical infrastructure protection standards or guidelines that 
regulators and utilities can use in ensuring that critical infrastructure is protected and that 
can be used in a cost recovery proceeding, which may be used in a pre-approval or other 
regulatory proceeding. State commissions can and have made cost recovery decisions 
without guidelines, but having guidelines is especially helpful for resolving prudence, 
reasonableness, and used and useful concerns. 

Commissions should examine existing guidelines issued by the North American Electric 
Reliability Council (NERC), the Network Reliability and Interoperability Council 
(NRIC), and the Department of Transportation's Office of Pipeline Safety (OPS) as a 
baseline for determining the guidelines or standards that they will use in their 
proceedings. 

Standards are more prescriptive than guidelines, but standards may make cost recovery 
less problematic. Guidelines, however, may offer greater flexibility that accounts for 
regional differences. 

Critical infrastructure investments also need to be thought of as investments that 
increase shareholder value. Both commissions and utilities have a common interest in 
ensuring continuity of service, but utility shareholders have the added interest in ensuring 
that net future revenue streams are not disrupted by terrorist attacks. 

Providers of utility services may be fully or partially regulated, or not regulated at all. 
Cost recovery for a vertically integrated regulated utility raises a different set of issues 
than a partially regulated utility in a price cap setting. To date, all identified security 
cost recovery has occurred directly or indirectly in a rate case proceeding. 

Whether or not standards or guidelines are used, the state regulatory commission 
remains the final decision maker (within constraints set by legislation and court 
decisions) regarding the timing, amount, and items eligible for cost recovery. A finding 
of prudence or reasonableness by a commission was a common part of all proceedings. 

Pre-approval mechanisms exist, but all identified have been eventually integrated in a 
larger rate case proceeding. 

Utilities felt a strong need to have an informal dialogue with regulators about their 
critical infrastructure plans. Protocols and rate case proceedings may need to have this 
flexibility. 

Insurance may be difficult to acquire, but regulators may wish to see that insurance was 
considered as an option. 
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7. SECURITY RELATED COST RECOVERY - 
DETAILED DISCUSSION 

This section describes in detail the cost recovery protocols and mechanisms identified in our 
survey of the states. Determining issues related to cost recovery of utility expenditures is a 
central role of federal and state public utility commissions. One way to look at security costs is 
through a framework like the one developed by the Battelle Memorial Institute that identifies the 
key elements of an effective security program. Battelle's framework includes (in no particular 
order): ' ' 

Vulnerability assessments; 
Information management and 
intelligence; 
Threat detection; 
Physical security and deterrence; 

Cyber-security; 
Consequence management; 
Event mitigation; and 
Counter- terrorism. 

With the exception of counter-terrorism, state and federal public utility commissions may expect 
a utility to undertake some or all of these hnctions. The level of effort and the decision on what 
to focus are a concern that can be somewhat alleviated by the development of standards or 
guidelines. Responding to governmental directives, such as a Nuclear Regulatory Commission 
directive, is an authoritative and governmentally sanctioned way of determining on which 
aspects of security a utility should focus. Carrying out these functions comes at a cost, whether 
the cost is a one-time norrcapital expenditure (such as a vulnerability assessment), ongoing 
security expenditures, or capital investments. 

This section discusses the protocols, and the underlying rationale, that state commissions can use 
in their cost recovery decisions. Figure 5 provides a detailed view of the entire security-related 
cost recovery process - from preliminary activities through various cost recovery protocols, and 
to the cost recovery mechanisms themselves. 

By design, a generic framework that applies to most, if not all, commissions will have many 
exceptions. Certain steps may be rearranged, or be known by different names in different states. 
At nearly any point in the process, a state commission can redefine the issues involved and 
modify the process accordingly. However, even with these caveats, the main outline of the three 
cost recovery protocols holds for most states. Further, the security-related cost recovery protocol 
process diagram allows state commissions to visualize and modify their protocols as appropriate. 
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Figure 5: Detailed Security-Related Cost Recovery Protocols Process Diagram 
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8. PRE-FILING ACTIVITIES AND INFORMAL DISCUSSIONS 
Cost recovery discussions may occur between the utility and the commission prior to an official 
critical infrastructure cost recovery filing. State laws and administrative rules differ significantly 
between states regarding the ability to talk to utilities. In some states, utilities are allowed to 
discuss issues with the commission, but only prior to any formal notice being filed for a 
proceeding. In these situations, a utility may brief the commission, say, about its security 
concerns, plans, and costs, but the commission is under no obligation to respond or pre-approve. 

In some states, a commission may establish a working group, task force, or committee to look 
into an issue, such as cost recovery, or protection of confidential information. New Jersey is a 
good example of a state with an ongoing working group focusing on critical infrastructure. The 
idea of a dialogue was a central component of the NARUC Cost Recovery Workshop dialogue. 
While a commission is under no obligation to bind itself in any critical infrastructure dialogue, 
such a setting could allow the utility to share information and raise issues in a nonadversarial 
setting. Other groups and stakeholders may need to be included, depending on the state’s rules. 
These dialogues could also take place in public conferences convened by a third-party. 
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Figure 6: Pre-filing Activities and Administrative Processes 
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Figure 7: Do states offer utilities protections from disclosure of 
security-related information? 

Yes - Most do. And this number has increased significantly since 2002. 
Source: Authors’ construct from McGarvey and Wilhelm (2003), n=49. 
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9. ADMINISTRATIVE PROCESS PROTOCOL 

In general, there are three main compomnts to commissions’ administrative proceedings for cost 
recovery. As shown in Figures 6 and 8, these include notices, filings and administrative reviews. 
A brief discussion of these follows. 

Notices and Filings 

Oftentimes, the administrative process starts with a pre- filing notice, followed by the formal 
filing. A commission examines the filing and makes a determination about the issues in the 
filing and whether the administrative remedy requested is appropriate. This could happen when 
the commission concludes that the relief being requested is no longer jurisdictional due to 
changes in regulatory structure. A commission may also examine the filing to see if it is 
intended as a rate case or for a previously approved proceeding, such as a fuel adjustment or 
capacity clause. 

Administrative Reviews 

While done somewhat differently in each state, all filings are initially administratively examined 
or reviewed to determine their appropriateness. There are several security related issues that 
may be considered during an administrative review. These include the issue of jurisdiction, 
whether cost have been pre-approved or not, and the appropriate regulatory framework for cost 
recovery (traditional, restructured or hybrid) for the utility in question. Figure 8 highlights these 
issues. 

Commission Jurisdiction 

An important step that state commissions need to take when considering a request for recovery 
of security-related costs is whether or not the costs are jurisdictional or nonjurisdictional, or 
state or federal. Nearly all telecommunications utilities, most electric utilities, and some gas and 
water utilities have complex corporate structures that include both jurisdictional and non 
jurisdictional entities and activities Only the state commission may consider the security- 
related costs that are associated with the jurisdictional utility service. In order to determine 
whether security-related expenditures are joint or common costs, the state commission must use 
established cost allocation methods to divide the security-related costs between the jurisdictional 
and nonjurisdictional entity or activity. In other words, only those security-related costs related 
to the regulated activities of a jurisdictional entity should be considered. l2  

In the case of security-related cost recovery for telecommunications network equipment, which 
is a joint and common cost between state and federal jurisdictions, the telecommunications 
separations system provides the initial starting point for cost allocation. Currently there is a 
separation freeze, which means that the allocators used in the separations process are frozen. 
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Traditional Regulatory 
Protocol 

Unless utility requests an exception, 76 percent of all increased expenditures that are joint and 
common costs are state jurisdictional, while 24 percent are federal. 

Administrative 
Process Protocol 

0 Notices 
0 Filings 
0 Administrative Review 

If an inappropriate regulatory remedy is requested, the commission may reject the filing. It may 
or may not suggest the appropriate regulatory remedy. This procedure essentially involves a 
shortened staff review and commission concurrence and signing. 

Figure 8: Security-Related Considerations in an Administrative Review 

Restructured Regulatory 
Protocol 

Pre-approved expenditure determination 

In some instances, such as a previously established deferral or holding account, or adjustment 
clause, the utility is simply filing or registering expenditures that will be recovered later in a 
manner previously established by the commission. This protocol approach has been used in 
critical infrastructure cost recovery requests. 

Applicable rep la to  y flamework 

Many decisions are made in rate cases and are discussed in detail in a subsequent section. 
Commissions decide whether utility customers or utility shareholders are to pay for security 
costs. Traditionally security costs have not generally received a lot of regulatory attention. In 
the cost recovery protocols examined in this report, the existing level of security costs were 
accepted as a given and any regulatory review centered on the incremental post-9/11 security 
costs. The most visible example of this being utilities filing for cost recovery requests due (in 
part) to complying with post-9/11 Nuclear Regulatory Commission directives. 

The “last mile” is generally still regulated in states that have competitive or restructured utility 
markets. This “last mile” may provide a common platform for incumbent and competitive 
providers that is still regulated and subject to commission oversight. The issue of concern to 
regulators is whether in a mixed regulatory regime - one partially regulated-that costs are 
properly assigned. Captive ratepayers and competitive providers of utility services can be 
disadvantaged ifcosts are wrongly assigned. For the portion of the utility still under state 
jurisdiction, most of the same cost recovery protocols already in use by the commission are 
appropriate. 
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Traditional Regulatory 
Protocol 

0 Special Treatment 
0 General Rate Case (GRC) 
0 Security Considerations 

Prior regulatory hearings or legislative acts may have established an adjustment clause, line item 
charge, or special proceeding that a state may use in an administrative protocol, even in a 
traditionally regulated state. This administrative protocol allows a pre-existing cost recovery 
mechanism to be used for critical infrastructure protection cost recovery requests. The Florida 
Public Service Commission, as part of its annual proceeding on fuel and purchased pomr 
expenses, approved certain security-related costs. These costs, incremental to costs recovered 
through base rates, were recovered through the fuel cost recovery clause and the capacity cost 
recovery clause. l 3  These costs, once approved, would flow through and be a base rate tariff 
charge. In a restructured state, such as Connecticut, a legislative act allowed the Connecticut 
Department of Public Utility Control to examine and authorize critical infrastructure costs to be 
included in base tariff rates. l 4  Within the administrative protocol, then, the commission may 
examine the costs according to its rules and determines the amount to be recovered. 

Cost Recovery Mechanisms 

10. TRADITIONAL REGULATORY PROTOCOL 

Figure 9: Traditional Regulatory Protocol and Cost Recovery Mechanism 
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I ‘ I  
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0 Adjustment clauses 
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Base rate changes to tariffs 

Well-established cost recovery procedures exist in all states that regulate utility services. 
Whether the state’s utility markets are served by single provider or are open to competition, 
states have a long history of experience with traditional cost recovery of the jurisdictional 
wholesale and retail portions of a utility operation. Traditional cost recovery mechanisms for 
specific items can take many forms, including previously approved rate adjustment clauses, retail 
bill line-item charges, simple tariff changes, and all the way up to a large general rate case. 
These cost recovery mechanisms have been variously applied by commissions in their response 
to critical infrastructure cost recovery reimbursement requests. Figure 9 highlights key 
components that might be encountered when the administrative review dictates following the 
traditional regulatory path. Figure 9 also outlines the potential cost recovery mechanisms that 
might be appropriate. 
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The first step down the traditiona 1 path is to determine whether the applicant’s filing falls within 
a pre-defined set of special treatment protocols such as a pre-existing approval to issue a line- 
item charge or an adjustment clause that might have been pre-approved in a previous case. If 
such treatment is warranted the case would proceed to be reviewed for allowance or 
disallowance using that specific cost recovery mechanism. If such treatment is not appropriate, 
the recovery request would proceed into the general rate case (GRC) process. Within the GRC 
process, the commission would undertake the evaluation of the critical infrastructure 
expenditures. Ultimately, the GRC would conclude with a determination of recovery, allowance 
or disallowance, within a well defined, traditional ratemaking process. 

Traditionally regulated utilities are given an opportunity to recover jurisdictional service costs 
that are at the same time prudent, used and useful. Once costs are determined to be associated 
with jurisdictional utility service, a state commission must determine whether the security- 
related costs are used and useful, as well as whether they areprudent. It is the utility’s 
responsibility to identifjr and make the link between an expenditure and its security function for 
the commission. 

Security-related expenditures and investments mandated by either state or federal agency may 
be considered prudent. To date, most security-related investment or expenditures have 
necessarily been driven by the utilities themselves and not by state or federal mandates. In the 
NARUC Cost Recovery Workshops, it was noted by several participants that state commissions 
should consider a collaborative dialogue to discuss what actions are necessary to meet the 
security needs of the utility. Such commissionutility discussions would, it was felt, be general 
in nature and details would need to be kept confidential. Traditionally, cost recovery and 
reasonable access to information associated with utility expenditures have gone hand- in-hand. 
Developing appropriate policies, practices and procedures for the disclosure and handling of 
security sensitive information is a fundamental necessity for cost recovery. 

If it is determined that security-related costs are used, useful and prudent, there are a variety of 
cost recovery protocols that might be appropriate. In choosing a cost recovery mechanism state 
commissions may also consider the relative size of the securityrelated expenditures. 

A cost recovery mechanism can be used in a traditional rate case, or other regulatory proceeding, 
such as an adjustment clause. It can also be used, to a much lesser extent, for restructured 
utilities, and mainly for the distribution utility. A cost recovery mechanism is the final 
administrative tool that the commission uses to allow cost recovery. 

Special Considerations and Treatment 

When a utility seeks recovery for critical infrastructure investments, the filing may provide the 
commission with cause to apply special considerations or treatment outside of the larger 
parameters of a traditional review. An example of special consideration might be an expedited 
review process. It might be that the recovery sought was for expenditures on critical 
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infrastructure that fell into a certain previously approved, reviewed, or generally accepted 
category of expenditures. Depending upon the regulations, statutes, and practices of the state, a 
commission may need to consider special confidentiality treatment for the sensitive security 
information portion of the pleading and proceeding. The NARUCNRRI 2003 Survey on 
Critical Infrastructure found that 84% of the states have exemptions to Freedom of Information 
Acts or other protection mechanisms in place to guard against the disclosure of sensitive security 
information that applicants share with the state commission. l 5  In part due to the commission 
experience with Y2K, and in dealing with confidential information with competitive 
implications, and because of the clear consensus to prevent information from being revealed to 
terrorists, state commissions overwhelmingly acted to modify their disclosure rules and sought 
legislative authority when needed. 

If the nature of the pleading was so overwhelmingly sensitive that attempting to protect the 
sensitive information, as part of a general rate case would prove too difficult, a commission 
might conduct a special entirely closed proceeding. Generally, parties to rate case proceedings 
have recognized the need to protect data and developed reasonable ways to handle confidential 
data. When confidentiality issues have been important issues in regulatory proceedings, the 
issue appeared to center on financial data. Commissions generally resolved this through the use 
of stipulations and by approving rates that did not specifically identify the security cost 
component. 

General Rate Case (GRC) Considerations 

Absent a previously established specific cost recovery mechanism, a showing for special 
consideration in terms of expedited recovery, or other special treatment, the merits of a critical 
infrastructure cost recovery pleading have been resolved in the course of a traditional general 
rate case proceeding. However, even a GRC from the start may have to consider and implement 
mechanisms for the protection of confidential security-related information. 

A “prudence review” is a common activity that occurs during a GRC. Various aspects of 
security-related costs can be evaluated through this process. Within the prudence review is the 
prudence test and the used and useful test. The consideration of insurance may also be 
necessary. The existence (or lack 00 of security guidelines will drive the scope and scale of the 
prudence review tests. The review will culminate in a determination of the allowance of the 
claimed expenditures. If recovery is allowed, the process will proceed to the appropriate cost 
recovery mechanism. 

Prudence and used and useful reviews 

Under traditional regulation, utilities may recover costs that are both “prudent” and “used and 
useful.”16 It is the role of a commission to review costs and ensure that recovery is based on 
prudently incurred costs that are both used and useful. How that review occurs is a product of 
state statute, administrative rules, and traditions of practice. There are some general guidelines 
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that a typical state prudence review would follow to determine whether a critical infrastructure 
expenditure was prudent and used and useful. 

Critical infrastructure protection may have special characteristics that do not neatly fit into 
the establishedprudence and reasonable standards used by commissions. In the NARUC Cost 
Recovery Workshops, participants expressed several concerns. The first was that the utilities felt 
that they were going to incur significant costs when the U.S. Department of Homeland Security 
(DHS) changed its color alert levels in response to a threat. If no attack occurs, the issue was 
whether an after-the-fact review in a rate proceeding would disallow some or all of these 
expenditures as not being “used and useful”, however prudence guidelines prevent hindsight. A 
second concern, that follows the same line of reasoning, is whether capital investments and other 
expenses may be ruled to be nonrecoverable after the fact. Some also felt that normal 
requirements to have construction projects competitively bid might result in some costs being 
disallowed if the utility felt it had to respond quickly. 

Examining prudence first, expenditures must be prudent to be subject to cost recovery. There are 
four widely accepted guidelines that can be used to determine whether an investment or 
expenditure is prudent. 

1. The first guideline is the presumption that the investment and expenditure decisions of a 
utility are prudent. Unless the presumption of prudence is overcome, there is no need for 
fbrther examination of the investment or expenditure. The existence of standards or 
guidelines, or governmental security protection requirements would be important in 
reinforcing a presumption of prudence. However, an allegation of imprudence that is 
backed by substantive evidence creating a serious doubt about the prudence of the 
investment or expenditure decision would require a commission to apply the prudence 
test to determine whether or not the expenditure or investment qualifies for full or partial 
cost recovery or no cost recovery at all. There is nopresumption ofprudence for 
affiliate transactions, whether they are for expenditures or investments. 

2. The second guideline is that, to be prudent, a utility decision resulting in expenditures or 
investments must have been reasonable under the circumstances that were known or 
knowable at the time the decision was made. 

3. A corollary to this is the third guideline: the proscription against hindsight. The 
proscription against hindsight means that one cannot supplement reasonableness under 
the circumstances at the time of the investment decision with other standards that first 
look at the final outcome of the decision. How this proscription against hindsight is 
applied will greatly resolve the dilemmas posed at the Cost Recovery Workshops. 
Nevertheless, consideration of the outcome may legitimately be used to overcome the 
presumption of prudence. 

4. The fourth guideline is that prudence is determined in a retrospective, factual inquiry, 
which should exemplify the proscription against hindsight. l7  
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In addition to being prudent, expenditures must be used and useful. State commissions may 
consider security-related expenses to be used and useful so long as they are directly related to 
jurisdictional critical infrastructure or linked to the critical infrastructure through processes that 
support the critical infrastructure. For example, if electricity or telecommunications distribution 
systems are considered to be critical infrastructure, then the distribution service restoration 
processes may be found to be critical to supporting that infrastructure. Consequently, assets and 
expenditures that support the service restoration process might, therefore, be considered to be 
security-related costs. As noted above, security-related costs can be classified as serving one or 
more of the following functions: vulnerability assessment; information management and 
intelligence; threat detection; physical security and deterrence; cyber-security; consequence 
management; and eved mitigation. 

Michigan has defined security costs for recovery purposes as those costs that are reasonable and 
prudent costs of new and enhanced security measures mandated by government or found 
necessary by the commission. The statute goes on to include applicable insurance and service 
restoration costs. 

22 



Model State Protocols f o r  Critical Infrastructure 

As part of a prudence review, a commission may need to consider the role that contracted 
insurance plays in the applicant’s critical infrastructure plans and expenditures. Insurance can 
provide both an incentive and a risk management tool for utilities. Insurance companies can 
require that certain actions be undertaken by utilities if they wish to purchase insurance. Second, 
utilities can minimize their risk by purchasing insurance. Michigan explicitly requires that the 
reimbursement of security recovery costs must be net of any insurance proceeds. l 9  

Independently of the shared concerns of both regulators and utilities about service availability, 
utility shareholders have an unmistakable interest in preserving net future revenue streams. 
Losing customers through an inability to provide needed services due to terrorist attacks affects 
the utilities’ revenues and bottom line profitability. Utilities have a clear interest in insurance 
coverage, as well as preventative and service restoration planning and investment. 
The existence of security investment guidelines (or standards or rules)20 will have significant 
impact on the review process of critical infrastructure expenditure recovery sought in the context 
of a GRC. If a state commission has security investment guidelines the application of the 
prudence review and used and useful tests will be faster and less arguable. If the guidelines are 
specific enough, it may be that prudence review steps can be by-passed for items that fall within 
the security guidelines. A commission’s guidelines may go so far as to establish a list of critical 
infrastructure expenditures that will receive approval primafacie. If a state has security 

Figure 10. Are there separate prudence guidelines for security 
costs? 

Yes 
15%7 

No, but we are 
developing them 

2% 

No - most states plan to use their existing prudence review process for 
handling security-related expenses. However, a few state commissions are 

developing them or have some modifications in place. 
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guidelines and an applicant’s request for recovery is not within the parameters of those 
guidelines, the commission could review the request through a detailed prudence review as 
described above. The presumption of prudence seems to have been the prevailing regulatory 
perspective in the cost recovery protocols identified in our survey. If the security guidelines are 
written such that any security expenditure outside the guidelines is by definition non 
recoverable, the commission would simply deny the recovery in its order for the GRC. 

In contrast to other expenditures where standards have been developed and refined over many 
years, state commissions do not have well-established, security specific, standards by which to 
evaluate the appropriateness of utilities’ efforts to protect their critical infrastructure. Without 
standards, commissions would have to rely on witnesses in a proceeding in order to make a 
determination on cost recovery. Both the gas and electric industries now operate under some 
level of security guidelines. In the electric industry, the North American Electric Reliability 
Council (NERC), an intra- industry organization, has compiled the most extensive set of 
guidelines for both physical and cyber security. 21 Originally developed in June 2002, the 
physical guidelines are arranged by security topic and are periodically updated with the 
understanding that the guidelines are intended to evolve along with the threats to the electric 
industry. The existence of the NERC physical security standards is beneficial, but they leave 
room for differences in protection. 

The gas industry largely relies upon the Security Practices Guidelines developed by the 
Department of Transportation’s Office of Pipeline Safety (OPS) and issued in September 2002.22 
These guidelines were developed with the assistance of state pipeline agencies and pipeline 
industry representatives. The guidelines are not publicly available, but a review by the 
Oklahoma Corporation Commission (OCC) found the guidelines to be methodical and 
comprehensive. In addition to onsite followup by OPS, compliance with the guidelines is 
subject to review by state pipeline agencies.23 

In its review of the status of state and federal security standards and guidelines, the OCC noted 
full agreement among the commission and industry participants that any measures passed by the 
state commission should be consistent with the requirements of other states and the federal 
government since companies should be held to conflicting requirements. The OCC found the 
NERC and the OPS guidelines to be the most authoritative and extensive guidelines available for 
their respective industries. 

Within the telecommunications sector, the Network Reliability & Interoperability Council 
(NRIC) is an intra- industry organization that has developed an extensive list of best practices for 
the telecommunication industry. 24 Although the telecommunication industry participants in the 
OCC’s review supported the commission’s use of the NRIC guidelines, NRIC states that the 
guidelines are not intended to be imposed as government regulations. More to the point, the 
nearly 800 highly technical items in the list would be impractical to adopt as regulations; in order 
to make use of the NRIC guidelines, it would be necessary for a commission to identify those 
best practices that were relevant for the companies under the commission’s jurisdiction. 
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The Environmental Protection Agency (EPA) is the lead federal agency for the security of 
drinking water and wastewater. In February 2004, the EPA's National Drinking Water Advisory 
Council formed the Water Security Working Group in order to establish and disseminate best 
practices for drinking water and wastewater utilities by 2005.25 Under the Public Health Security 
and Bioterrorism Preparedness a d  Response Act, the EPA requires water operators serving 
populations larger than 3,300 people to certify to EPA that they have conducted a vulnerability 
assessment, and revise their emergency response plan correspondingly.26 EPA provides grants of 
up to $1 15,000 to defray the costs of assessments. Smaller water companies (Le., those serving 
fewer than 3,300 people) are not required to conduct assessments partly out of concern that they 
could not recoup the relatively high costs, although grants and other assistance for voluntary 
assessments and low-cost security strategies may be offered by state agencies. In addition, intra- 
industry organizations such as the American Water Works Association (AWWA) and the 
National Association of Water Companies (NAWC) support members with vulnerability 
assessments. 

Commissions must decide whether to employ mandatory security standards or a set of official 
voluntary security guidelines. In the NARUC Cost Recovery Workshops the distinction 
between standards and guidelines was drawn. Mandatory standards make questions of cost 
recovery easier to resolve since the mandate would usually imply the prudence of the 
corresponding expenditure. Mandatory standards also offer greater assurance against certain 
companies under- investing in security. However, voluntary guidelines (possibly including a 
method of self-certification) would allow a commission greater flexibility in dealing with the 
cost burden on companies of different sizes and criticality and would allow companies more 
flexibility to develop security plans specific to their needs. Commissions must also resolve 
whether imposing equal standards on all companies would require openly publishing what those 
specific standards are, thereby serving notice to potential attackers. 

The four prudence guidelines discussed earlier can raise a more fundamental question: how does 
one determine what is reasonable under the circumstances for the purpose of determining the 
prudence of security-related expenditures or investments? The NARUCNRRI 2003 Survey on 
Critical Infrastructure Security found that a large majority (83 percent) of commissions do not 
have different guidelines for determining the prudence of security investments and only a few are 
developing them at present.27 So, what can be said about a prudence standard for security- 
related expenditures or investments? Certainly, security-related expenditures and investments 
that are mandated by either a state or federal agency are considered prudent (so long as no gold- 
plating takes place). However, the NRRI survey shows that most security-related investment or 
expenditure has been driven by the utilities themselves and not by state or federal mandates. In 
such cases, it might behoove state commissions to begin a collaborative dialogue, similar to that 
undertaken for Y2K expenditures, to discuss generally, what actions are necessary to meet the 
security needs of the utility. 

25 



Model State Protocols for  Critical Infrastructure 

These discussions could focus on both short-run actions that the utility can take to protect its 
existing system as well as long-term planning solutions that might provide for event mitigation 
or produce a self- healing or redundant utility system, which inherently mitigates the damage of 
any attack. Such discussions could deal with issues of resource allocation and the level of costs 
for security-related expenditures, and could allow both the commission and the utility to wrestle 
together with issues of whether the benefits of increased security are worth the costs as well as 
potentially prioritizing alternative or complementary projects by cost-benefit ratios. This would 
lead to the lowest cost expenditures being made on the most vulnerable part of the utility system 
first, something noted in the NARUC Cost Recovery Workshops. Another alternative might be 
to provide for outage risk insurance for ratepayers and/or shareholders. Such commission - 
utility discussions would necessarily be general in nature and details would need to be kept 
confidential. 

Such collaborative dialogue might strongly appeal to state commissions and be worthwhile, 
particularly given the “obligation to serve” standard that state commissions still have and enforce 
regardless of whether their network utilities have restructured. Nevertheless, the utility needs to 
fulfill its obligation to provide safe, reliable, and adequate service. Further, it is the utility itself 
that has the expertise and knowledge of its own system, which is necessary to do a proper cost- 
benefit analysis. While commissions can review utility decisions, care must be taken not to 
substitute the commission and commissioners in place of utility management and their 
responsibilities. Indeed, if the commission’s level of involvement becomes too great, the 
commission will have essentially preapproved the decision of the utility to make its security 
related expenditures. The commission would be left only to decide how well the utility had 
executed its security plans. 

Security Considerations - Information Handling 

Traditionally, cost recovery and reasonable access to information associated with utility 
expenditures have gone hand-in-hand. Prior to Sept. 11,2001, the trend in regulation, as in 
most segments of our society, was to move more and more information into the public domain. 
The Freedom of Information Act (FOIA), public records laws, open meetings, sunshine 
requirements, and ex parte communication rules all served to increase both the types and amount 
of information that was available to a broad-based set of stakeholders affected by utilities and 
their operations. 

In light of the new developments concerning critical infrastructure security, the “right-to-know” 
proposition is being challenged or at least tempered by the more limiting proposition of “need-to- 
know.” Developing appropriate policies, practices, and procedures for the disclosure and 
handling of security sensitive information is a fbndamental necessity for cost recovery. 

The recent NARUC/ NRRI 2003 Survey on Critical Infrastructure Security found that 82 percent 
of commissions offer FOIA protection for sensitive utility security information.28 This is a 
substantial increase from the 2002 survey, which found that only 42 percent of states offered 
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protection of sensitive information (shown in Figure 7). Nonetheless, the 2003 survey also found 
that most commissions (54 percent) still believe that utilities are either somewhat or very 
reluctant to share their security information with the commission. However, this level represents 
a decrease from the previous year, when 74 percent of respondents reported that utilities were 
reluctant to share information. 

Although considerations regarding the sensitivity of security-related data clearly go beyond the 
cost recovery issue, a commission’s access to pertinent information is at the heart of traditional 
cost recovery determinations. It is, perhaps, reasonable to begin with the assumption that, at a 
minimum, summarized expenditure data on security can be shared with regulators. 

It may be appropriate for regulated utilities to share only generalized cost increase information 
with regulators. To the extent that any details in the information are sensitive due to national 
security concerns, state commissions should make that information confidential and not subject 
to state sunshine acts or FOIA disclosure. Indeed, some states have already specifically excluded 
information about critical infrastructure from their FOIA procedures. Other state commissions 
might wish to consider promulgating or proposing similar measures to their legislatures. 

As noted in Appendix B, the FERC has issued Final Order No. 630 and Order No. 630-A, both 
of which deal with the protection of critical energy infrastructure information. Order No. 630 
covers only information submitted to or prepared by the FERC. “Critical energy infrastructure 
information” is information about proposed or existing critical infrastructure that relates to the 
production, generation, transmission, or distribution of energy that could be useful to a person in 
planning an attack on critical infrastructure; is exempt from mandatory disclosure under FOIA; 
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and does not simply give the location of the critical infrastructure. The applicability of FOIA 
requests is still to be processed on an individual case-by-case basis. Critical energy 
infrastructure information may or may not include information that would be useful in 
determining cost recovery for FERC jurisdictional costs. Nothing in Order No. 630 or 630-A 
prevents state commissions fiom independently seeking information that they might need to 
make a cost recovery determination; however, these orders highlight the need for state 
commissions to consider confidentiality concerns and to have protective order guidelines when 
handling cost recovery information that may have security implications. 

11. RESTRUCTURED REGULATORY PROTOCOL 

The filing of an application for critical infi-astructure expenditure cost recovery in a state with 
open utility markets and/or competition may require a state commission to engage in special or 
additional considerations beyond that of a general rate case. An important part of the 
administrative review (Figure 8) is to determine if a path other than a traditional cost recovery 
path is required. For simplicity, this other path is referred to as the restructured regulatory 
protocol. Important elements of this protocol are highlighted in Figure 1 1. 

The restructured path would necessarily be a consideration for electricity and gas utility services 
in open-market states, but it might also be a consideration in competitive telecommunications 
environments. If the restructured path is chosen, thefirst step is to determine if any cost 
recovery treatment is allowed under the new regulatory regime. If not, the protocol process 
ends at that point. The principle in effect here applies to all recovery cost requests in 
restructured states. If a further review for cost recovery treatment is appropriate, the next step is 
to determine if the review should happen in the context of a pre-existing cost recovery 
mechanism, or through a more general rate case type of proceeding. 

Figure 11: Restructured Regulatory Protocol and Cost Recovery Mechanisms 
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Special Considerations and Treatment 

The existence of a restructured market in and of itself does not necessarily change the principle 
issues and considerations of critical infrastructure expenditure cost recovery. There are a variety 
of cost recovery protocols that might be appropriate for the recovery of security-related costs. In 
making an initial choice among cost-recovery protocols, regulators should consider whether the 
entity is subject in any service or organizational structure to rate base, cost-of service regulation. 
The answer might be “no” for a variety of reasons. Most, if not all, of a utility’s services might 
be considered to be competitive in nature. In the telecommunications sector many of these 
competitive services are subject to price cap or other alternative forms of regulation. In other 
cases, particularly in states that have undergone retail electric industry restructuring, the rates 
might be subject to a price cap or a rate freeze. Allowable expenditures will still need to meet 
some pre-authorized qualifications, or pass tests of prudence and used and usefulness. 

However, in a restructured environment, a commission may need to take into account special 
conditions and consider additional factors in its cost recovery review. Among those special 
condition and factors might be: 

Existing rate freezes or caps. 
0 The existence of provider-of-last-resort requirements. 

Applicant specific restructuring plan requirements. 
Existing laws, rules, or guidelines that address recovery of excess costs in the 
restructured environment. 
Effect of recovery mechanisms on market development or competitive neutrality. 
Policy considerations of guaranteed cost recovery in an open market. 

No Recovery Allowed 

In a fully competitive market, where the requirements for retail service tariffs have been 
removed, or where rates are now market-based, it may be as simple as saying that security- 
related critical infrastructure expenditures are (like other expenditures) business decisions 
subject to recovery only as the market will bear and not subject to guaranteed recovery through 
a commission order. For example, if local telecommunications services were deemed to be fully 
competitive by a state commission, and all providers were subject to the same service standards, 
even if some basic local rates are still fully regulated, a commission might deny allowance of a 
guaranteed specific recovery for critical infrastructure investments since all providers would be 
equally burdened in the competitive market. 

Other considerations as discussed below notwithstanding, a similar conclusion might also be 
reached in a restructured energy market. Generally speaking, in a restructured energy market 
traditional retail rate controls are replaced with market-based rates. As detailed in a recent report 
on electric restructuring transition periods, exactly when the market-based rates did or will take 
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over varies from state-to- state.29 However, if market-based rates have replaced the traditional 
nonmarket rates, a commission might deny recovery allowance of a claimed critical 
infrastructure expenditures made without a specific government mandate, based on the finding 
that the expenditure was a competitive marketplace business decision. 

Rate Case for Distribution 

The utility markets in most states may not be at a level of competition that would give state 
commissions enough comfort to simply deny cost recovery based on the above arguments - that 
the investments are equal burdens for all providers or competitive business decisions not eligible 
for guaranteed cost recovery. A possible scenario in a restructured environment may be the need 
for state commissions to consider security cost recovery from still regulated services with a mix 
of rate types (e.g., market-based, capped, frozen, and standard cost-based) and a mix of 
regulatory scenarios (e.g., negotiated rate settlements, statutorily restricted rates, and alternative 
or incentive plans). 

Assuming a state commission has not issued aprime facie dismissal of an applicant's request for 
cost recovery, the commission will proceed to review that request. If the filing is by an electric 
utility service provider in a state with electric retail competition, the commission must consider 
the conditions of that restructuring in its review of the request. We can assume that since most 
restructuring was in place (or well on its way to being so) prior to September 11,2001, that 
recovery of critical infrastructure expenditures was not specifically addressed in most 
restructuring rules and regulations. While some states have subsequently specifically addressed 
the recovery of critical infrastructure related costs, according to the NARUCNRRI survey, 83% 
of the states do not have specific rules or  guideline^.^' Consequently, a state may likely have to 
develop guidelines, practices, and precedents as they examine the filings and consider the 
restructuring conditions. 

The easiest review of a security-related cost recovery request will likely be for those 
expenditures that were to comply with a government mandate to enhance critical infrastructure 
or security. A state or federally mandated security investment would only require the 
commission to determine that the investment was made according to the mandate to approve the 
recovery. How that recovery was implemented could depend on the amount of the recovery and 
the restructuring conditions. It may be possible for a state to treat the recovery of the 
expenditure through the traditional process of regulating and setting regulated service rates. 
However, restructuring conditions may have placed caps or freezes on the retail rates.31 In 
which case, a commission may need to consider other treatment and recovery protocols such 
as special line item charges ancYor deferred recovery after a rate freeze. For example, 
Michigan statute has placed a cap (for large electric utilities) on retail rates that could extend 
until the end of 2013, depending upon a market test. The statute mandates that excess or new 
expenses shall be accrued and deferred. Such deferrals will be subject to commission 
determination of the amount of reasonable and prudent costs, if any, to be recovered after the rate 
cap is removed.32 
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In addition to recovery of the approved costs from an applicant’s retail customers, a commission 
may need to consider the market neutrality of cost recovery in a competitive market. In some 
states, recovery rules for restructured markets may clearly define from whom a covered utility 
service provider can recover securityrelated costs. In Michigan allowable security-related 
expenses can only be recovered from the retail customers of the “covered ~ti l i ty.’”~ However, if 
existing regulations or laws do not specify from whom these costs can be recovered, the question 
must be considered. If a local distribution company incurs an allowable critical infrastructure 
expense, it may be appropriate for the commission to implement recovery of that expense from 
not only the retail customers of that distribution company, but also from any competitive 
providers that sell service to customers over the applicant’s distribution system. 

Finally, the existence ofprovider-o f-last-resort (POLR) requirements may also be a factor in a 
commission’s review of a security related investment. An applicant that has the burden of an 
explicit POLR requirement may be able to justify more robust critical infrastructure investments, 
if such investments are prudently incurred to assure that it can provide service to all customers in 
a market - including, if necessary, those that are now served by other competitive providers. 

12. COST RECOVERY MECHANISMS AND CASE STUDIES 

The three cost recovery protocols use different logic to implement cost recovery mechanisms. 
The protocols establish the process and regulatory framework needed to use the cost recovery 
mechanisms examined below. A cost recovery mechanism is the actual technique state 
regulators use to authorize a utility to recover some, all, or none of the monies they have 
requested. A variety of cost recovery methods exist, ranging from ones that make this 
determination through automatic adjustment clauses to more elaborate mechanisms, such as a 
rate case. Since 9/11, a number of state commissions have responded to utility cost recovery 
requests. The cost recovery mechanisms examined below are all reasonable approaches these 
states have used and no one is recommended over another as the circumstances in differed states 
may make one method more appropriate. Figure 12 highlights the five main cost recovery 
mechanisms identified by commissions as being useful with respect to security related expenses. 

Figure 12: Cost Recovery Mechanisms 
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Base Rate Changes to Tariffs 

The clear majority of the critical infrastructure cost recovery activities identified in our survey of 
the states was either immediately or ultimately part of a rate case proceeding that resulted in base 
rate tariff changes. Even the adjustment clauses described below are actually part of a base rate 
tariff settlement process. 

A number of states surveyed indicated that they had rate cases in process, ones where utilities 
had security costs identified, but that since the commission had not made a final decision or 
issued an order, nothing definitive could be said.34 Other states said that they had rate filings 
from utilities, but that their initial review of the filing did not reveal any distinctly identified 
critical infrastructure protection costs. Incremental security costs may or may not be 
subsequently revealed in the course of these rate cases. 

Some states surveyed have reportedly learned from their jurisdictional electric and natural gas 
utilities that the utilities do not intend to file for critical infrastructure cost recovery for a variety 
of reasons. These reasons include: 

A concern about the confidentiality of the data. 
The desire to avoid having to develop and share detailed cost data on a facility-by-facility 
basis. 

States have addressed these issues in several ways.35 In New York, a restructured state with a 
future test year, existing rate processes are used to deal with security cost recovery issues. The 
New York Public Service Commission has used a variety of cost recovery mechanisms that 
include: 

Consideration of settlements; 
Forecast reconciliations; and 
Deferral of carrying charges. 

Furthermore, utilities that are under-earning can file for deferral under Commission rules. 
Respondents in some states noted that some utilities said that the security costs were not 
sufficient to warrant initiating a regulatory proceeding. In California, Pennsylvania, and perhaps 
in other states, it was felt that the lessons learned and institutionalized from Y2K, earthquakes, 
fire, and other natural disasters made critical infrastructure protection more of an incremental 
cost. In other words, many utilities already have considerable experience planning and 
responding to significant service protection and service restoration scenarios. Incremental 
security costs could occur, but it was thought these costs would be much lower than if utilities 
were starting from scratch in their disaster planning. 
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Other states have reported that they have not established separate or special efforts to recover 
security-related expenses. Generally, states in this situation report no current security cost 
recovery requests before them. While their treatment is speculative, these states tend to say that 
security expenses would be treated and evaluated like any other operating expense in order to 
veri@ costs, assess reasonableness, and to determine whether all or part of the costs would be 
recovered. Maine noted that it would refer to NARUC’s preliminary cost recovery guidelines. 
Other states in a similar situation include Arkansas and Iowa. Iowa has had regulated utilities 
seek Iowa Board approval for at least $1.6 million in rate base and $982,000 in operations and 
maintenance for post 9/11 security-related expenses. In a MidAmerican Energy gas rate case, 
the company requested and was granted an increase in rate base of $780,375.36 In an Interstate 
Power & Light electric rate case, the company requested and was granted an additional $938,000 
in rate base adjustment for increased security at its nuclear power plant.37 

The rate case implications for other states include the following considerations: 

No critical infrastructure-only or security-only tariffs, or riders, or surcharges were 
identified in these cases. 
Approved security costs were included in adjustments to the general tariff. 
Utilities often do not make identifiable infrastructure protection cost recovery requests. 
Security costs specifically under consideration and approved are incremental costs 
attributed to responses to the post 9/11 threat environment. Base or existing security 
costs do not appear to have been examined. 
A number of states had cases pending that addressed cost recovery in the context of a 
general rate case and no conclusions can be drawn about these cases until the 
commissions act. 
Water utilities have made a number of filings. 
Commissions appear to tend to grant the requested rate base increases attributed to 
increased security costs. 
While there is not a lot of information, what data that does exist suggests that the 
incremental post 9 4  1 critical infrastructure security costs have a modest rate impact. 

Adjustment Clauses 

The Florida Public Service Commission (FPSC) initially used its fuel adjustment clause and now 
uses its capacity cost recovery clause to allow recovery of incremental security costs incurred in 
response to 9/1 l.38 In its first order the FPSC responded to the following stipulation: 

The commission should continue to monitor the nature and longevity of 
incremental security costs being recovered through a cost recovery clause to 
determine whether and to what extent such costs should be recovered through 
base rates. Security costs have traditionally been recovered through base rates, 
although in Order No. PSC-01-2516-FOF-E1, issued Dec. 26,2001, the 
commission authorized Florida Power & Light Company to recover incremental 

33 



Model State Protocols for Critical Infrastructure 

security costs due to recent national security concerns through the fuel adjustment 
clause.39 

The FPSC approved the stipulation and said that the Florida Power & Light Company and the 
Florida Power Corporation’s incremental security costs shall be reassessed at the conclusion of 
settlements in their most recent base rate  proceeding^.^' The FPSC then acted to address 
company-specific cost recovery issues. 

For incremental 2002 and 2003 security costs, Florida Power & Light Company (FP&L) 
requested $12.7 million for costs incurred to comply with directives in Nuclear Regulatory 
Commission Order No. EA-02-26. Two parties opposed the request based on an earlier 
settlement and order that said, “FP&L will not use the various cost recovery clauses to recover 
new capital items which traditionally and historically would be recoverable through base 
rates.’” Approximately $1.3 million of the cost recovery request included items that would 
normally be classified as capital items. 

FP&L’s 2001 security costs had been approved for recovery using the fuel adjustment clause 
because of the “. . .nexus between the protection of nuclear generation facilities and the fuel cost 
savings that result from the continued operation of those facilities.” Further, recognizing that the 
costs were not clearly defined, the FPSC stated it retained the ability to consider an alternative 
cost recovery mechanism at a later time.42 For FP&L’s 2002 and 2003 security costs the FPSC 
found that these costs do not clearly fall within the classification of “items which traditionally 
and historically would be recoverable through base rates” and approved recovery through a cost 
recovery clause. Because these costs were seen as extraordinary, recovery (without distinction 
between capital and expensed items) these costs are treated as current year expenses, and 
accounted for separately. 

The FPSC concluded by stating: “We find that these costs shall be reassessed at the conclusion 
ofthe term of the Settlement and Stipulation approved in Order No. PSC-02-0501-AS-E1 to 
determine whether these costs should continue to be recovered through a cost recovery clause or 
would more appropriately be recovered through base rates.”43 The $12.7 million was authorized 
for cost recovery. Additional information about Florida’s use of the adjustment clause approach 
is found in Appendix B. 

Several implications from the Florida adjustment clause example for other state commissions are 
readily apparent: 

Only incremental security costs were addressed. 
The company-specific proceedings were initially guided by a stipulation in an earlier 
proceeding. 
The FPSC accepted one cost recovery mechanism at one point in time, but felt another 
mechanism (the cost recovery clause) to be more appropriate later. 
While capital costs were identified, all security costs were recovered in the current year. 
Cost recovery requests were documented by reference to federal directives and orders. 

34 



Model State Protocols for  Critical Infrastructure 

The commission required that incremental security costs be accounted for separately, 
allowing for auditing. 
The specific utility filings had to consider other relevant regulatory proceedings and 
orders. 

Closed Proceedings 

With the exception of Kansas, no closed cost recovery proceedingsper se were identified. State 
commissions occasionally used a stipulation process to address security issues. Sometimes 
commissions approved final rates without specifying what portion of the increase was 
attributable to existing or post 9/11 security costs. Most states have addressed the issue of 
confidentiality, as noted elsewhere in this report. 

In 2002, Kansas passed a statute requiring the commission to allow utilities to recover expenses 
that the commission deemed appropriate to secure electric generation or transmission assets or 
natural gas production and transportation assets.44 The costs are to be passed through to utility 
customers’ bills. The statute directed that the applications for security cost recovery be 
reviewed in an expedited and confidential manner. 

The Kansas Corporation Commission (KCC) subsequently investigated how to handle requests 
for security cost recovery and issued an order adopting rules on January 3 1, 2003.45 The 
commission set a target of a 60-day review period on applications, and specified how 
applications should be identified so as to receive immediate confidential treatment. The 
commission said it will allow for recovery through its usual manner of depreciation and 
approved rate of return. 

In 2003, Kansas passed the Energy Security Act.46 The act is specifically intended to address the 
recovery of enhanced security expenses incurred after the attacks of Sept. 1 1,200 1. It stated 
further that: 

The recovery period must be within half of the usable lifetime of the investment. 
Confidentiality exists as to the amount of recovery requested and allowed, as well as 
the method of recovery requested and allowed. 
The commission must provide protective orders on all filings so that a public 
watchdog group, the Citizens’ Utility Ratepayer Board, may review documents if the 
board intervenes. 
The security cost recovery charge applies to both retail and wholesale rates, and shall 
not be identifiable on customers’ bills. 

With reference to the finding that the threat of terrorism require the government to take extra 
measures to protect the public welfare, the act notes that the commission’s decision on the 
prudence of a security expenditure should, “not be based on standard regulatory principles and 
methods of recovery and shall take fully into account the findings and intent of the legislature.’” 
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The implications for other state commissions considering a closed proceeding include: 

How procedures may be designed to allow consumer groups access to information. 
That authority may be established that allows a commission to. use nonstandard 
regulatory principles due to critical infrastructure protection concerns. 
That confidentiality may be awarded regarding the amount requested and allowed to a 
utility for critical infiastructur e protection costs. 

Deferral (Balancing) Accounts 

Deferral accounts were commonly used by state commissions in conjunction with a number of 
other cost recovery mechanisms in order to allow a utility to accumulate costs that could then be 
subsequently recovered in a rate case hearing. One interesting example of this occurred in 
Michigan, where the Michigan legislature amended its Public Utility Chapter that, among other 
things, defined “enhanced security costs”, effectively established deferral accounts, and 
authorized a security cost recovery factor.48 

Enhanced security costs include increases in the cost of insurance that are attributable to an 
increased terror related risk and the costs of maintaining or restoring electric service as the result 
of an act of terrorism.49 Michigan’s definition allows for costs in response to federal or state 
requirements. 

Once these costs have been identified by the utility, the utility may apply to the commission to 
recover enhanced security costs for an electric genemting facility through a security recovery 
factor. Due to the implementation of a rate cap, allowed cost recovery is to be accrued and 
deferred until the rate cap is removed. Allowed security costs can only be incurred between 
Sept. 11,2001 and January 1,2006. The Michigan commission then retains the oversight 
authority to determine which costs in the deferral account are to be recovered, as described in 
more detail in the following section. 
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The implications for other states considering using dekrral accounts include that: 

Deferral accounts are a well established and widely used regulatory cost recovery 
method.. 
Deferral accounts allow costs to be identified and accounted for, but may not necessarily 
bind a commission on how the identified costs will be treated. 
Deferral accounts are only appropriate in instances where the commission will consider 
cost recovery. 

Security Recovery Factor Charges 

Michigan’s security recovery factor allows the commission to decide if identified security costs 
will be eligible to be included in rates for retail customers. In determining the security recovery 
factor, the commission shall only include costs that the commission determines are reasonable 
and prudent and that are jurisdictionally assigned to retail customers of the covered utility in this 
state. The costs included shall be net of any proceeds that have been or will be received fiom 
another source, including, but not limited to, any applicable insurance settlements received by 
the covered utility or any grants or other emergency relief from federal, state, or local 
governmental agencies for the purpose of defraying enhanced security costs. In its order, the 
commission shall designate a period for recovery of enhanced security costs, including a 
reasonable return on the unamortized balance, over a period not to exceed 5 years. The security 
recovery factor shall not be less than zero. 

The statute allows a “covered utility” utility to seek recovery. A “covered utility” is further 
defined as an incumbent dility subject to the rate cap provision of the statute amendment.50 
Allowable costs must be recovered through an unbundled “security recovery factor” on retail 
customers of the covered utility. 

The implications for other states relative to line item charges are that: 

Insurance and federal or state governmental funds may need to be considered before a 
cost request is made. 
A presumption may exist that a utility should have a record that shows that they have 
examined the use of insurance or governmental funding. 
Commissions apply cost recovery standards that may include various combinations of 
used and useful, prudence, just and reasonable tests, and compliance with governmental 
decrees. 
There are no distinctions between capital investments and expense items. 
A recovery time period may be specified. 

37 



Model State Protocols for Critical Infrastructure 

Other Cost Recovery Mechanisms 

Several other cost recovery efforts have been identified. These include the following: 

Notice of Inquiry. The Oklahoma Corporation Commission (OCC) initiated a Notice of 
Inquiry approach to address a number of critical infrastructure issues, including cost 
recovery. 51 The inquiry covered electric, natural gas, water, and telephone utilities and is 
now being continued as a Notice of Proposed Rulemaking. While not a unanimous 
consensus, there appeared among the utilities a preference for rulemaking rather than 
legislation to address cost recovery. The inquiry approach allowed the OCC to formally 
and publicly have specific cost recovery questions answered by an array of stakeholders. 
It did not bind the commission, but provided a forum to hear concerns. 

Ongoing Dialogue. New Jersey, through the New Jersey Infrastructure Advisory 
Committee, has established utility industry working groups that meet regularly and 
discuss a number of issues, including how utility infrastructure protection is being 
financed. Through an examination of best practices, New Jersey has created 
comprehensive guidelines for security, incorporating state and federal standards. Ohio 
notes it has informally polled utilities as they file rate cases, finding that the smaller 
companies have not reported doing anything extraordinary regarding security. In two 
larger utilities security costs were an issue only for one, and the issue centered on 
disclosure of security sensitive information. 

Special Infrastructure Cost Recovery Proceeding. The Connecticut legislature 
enacted Public Act No. 02-94 to ensure that ratemaking considerations included the 
“reasonable costs of security assets, facilities and equipment t h t  are incurred solely for 
the purpose of responding to security needs associated with the terrorist attacks of Sept. 
11,2001, and the continuing war on terrorism.’52 This statute was subsequently amended 
to include gas and electric utilities rate plans that have earnings sharing mechanisms. 
Two companies applied to the Connecticut Department of Public Utility Control for cost 
recovery: Connecticut Natural Gas Corporation (CNG) and The Southern Connecticut 
Gas Company (CSG).53 CNG requested recovery of $219,899 in actual and $1,281,078 
in forecasted, annualized and ongoing expenditures. CSG requested recovery of 
$137,636 in actual and $564,062 in forecasted, annualized and omgoing expenditures. 

The Department found the actual costs to be reasonable and allowed recovery in each 
company’s next rate case proceeding. 54 The Department found that the proposed 
forecasted costs were not known and measurable at this time. Accordingly, these 
expenditures could not be deemed reasonable and prudent and hrther review will be 
undertaken in the next rate cases. The Department also denied the companies’ request to 
reopen their respective rate case proceedings in order to implement a proposed rate rider 
to recover post-September 1 1 security-related enhancements. 
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Action here by Connecticut has implications for other states that include: 

Affirmation that cost recovery explicitly requires a finding of prudence. 
A single-purpose proceeding on critical infrastructure cost recovery is feasible. 
Reliance on a rate case for actual recovery. 
A cost-recovery approach for utilities with earnings sharing plans can be 
designed. 
Both a legislative and regulatory focus on critical infrastructure cost recovery. 
Results that seem to indicate that incremental infrastructure costs may be 
significant but are not overwhelming. 

13. SUMMARY 

The cost recovery protocols and cost recovery mechanisms identified in this report clearly show 
that state regulatory commissions have acted to allow cost recovery of prudently incurred critical 
infrastructure protection costs. Four important summary observations are: 

7) Cost recovery activities have occurred and been allowed in both traditionally regulated states 
as well as in restructured states. 

2) Cost recovery mechanisms employed have been nested in rate cases. 
3) State legislatures have enacted legislation, but in no case did the legislation override a 

commission’s underlying obligation to ensure that only prudent or reasonable, costs were 
eligible for cost recovery. 

4) An expectation exists that insurance should be part of a utility’s cost recovery planning. 

In some states, security costs were examined in a regulatory proceeding and allowed without a 
lot of elaboration. In other instances, commissions had more documentation on their cost 
recovery rationale. In both approaches, state regulators unmistakably affirmed their support for 
ensuring that critical utility infrastructure is protected. Unlike other policy debates where cost 
recovery issues become debating points for opposing sides, no significant regulatory debates 
were observed, once the reasonableness or prudence of the costs was established. Regulators 
have a long tradition of examining, selecting, and using the most appropriate cost recovery 
mechanisms available to them. This report shows that regulators have used a variety of cost 
recovery mechanisms, both in restructured and traditionally regulated states. While difficult to 
document, the post 9Al-security costs appear incremental. These cost mechanisms are similar to 
those identified by the National Conference of State Legislatures (NCSL) shown in Appendix C. 
They have not been big-ticket expenditures, and state regulators have largely seen them as 
prudent and eligible for cost recovery. 
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APPENDIX A 

FERC ORDER 630 AND THE PROTECTION OF 
CRITICAL INFRASTRUCTURE INFORMATION 

The Federal Energy Regulatory Commission (FERC) issued a Final Rule in Order 630 on Feb. 
20, 2003 on the protection of critical energy infrastructure information. 55 FERC defines critical 
infrastructure broadly to include “existing and proposed systems and assets, whether physical or 
virtual, the incapacity or destruction of which would negatively affect security, economic 
security, public health or safety, or any combination of those matters.” Though the context of 
FERC Order 630 is limited to the protection of critical energy infrastructure information in 
FERC’spossession, FERC’s definition of critical energy infrastructure could be a useful basis 
for creating a definition that states could use to help determine whether an existing system or 
asset should generally be considered to be critical energy infrastructure. 

However, some issues are raised if the broad definition is applied “as is” to cost recovery. The 
first issue is one of “existing” versus “proposed.” The need to protect the sensitive information 
of a “proposed” critical infrastructure system or assets from unnecessary disclosure is easily 
understood. However, granting cost recovery for a “proposed” system or asset investment is a 
larger question and requires more consideration. Under this definition, a commission would be 
asked, to essentially grant pre-approval for “proposed” expenditures to be made in the future. 
Assuming a state commission wishes to grant approval of the proposed expenditure, it may take 
one of several approaches. Three common approaches would include the following. It could 
approve the proposed expenditure as submitted and say nothing further regarding the approval of 
future similar requests. The commission could approve the expenditure and in its order make 
clear that the approval was based solely on the merits of the individual rate case and was not 
precedent setting for future recovery requests of “proposed” systems or assets. Or the 
commission could approve the expenditure subject to a true-up of the actual recoverable amount 
following a decision on the type of expenditure in a commission generic proceeding, or 
following the applicant’s submission of actual expenditure records. 

Deciding an issue such as recovery of for “proposed” systems or assets in a generic proceeding 
does offer a commission the opportunity to more broadly examine an issue. However, generic 
cases are generally very open and protracted proceedings. This may make generic proceedings 
unsuitable for some critical infrastructure issues. Furthermore, a conditional approval subject to 
a generic proceeding or hture true-up may not provide adequate certainty to an applicant. At 
best, it would provide a high degree of probability of some recovery, but would tell the applicant 
it may proceed, but should do so very cautiously. 

The second issue with the FERC definition that a state commission must face is one of limiting 
the definition of what would “negatively affect security.” Existing security and protection 
systems and assets whose loss would negatively affect security are clearly used and useful 
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critical infrastructure. However, it might be possible to argue that a current or proposed system 
that does not directly enhance some aspect of security by its operation or addition, will actually 
have this effect when incapacitated or destroyed. For example, it might be possible for an 
applicant to argue that a new roof on its executive building, while not directly enhancing security 
would, if destroyed, negatively affect security. A commission must ask the question: Can a 
system or asset be considered used and useful or prudent if it does not directly enhance some 
aspect of security? In a network composed of many joint and common costs, this may be 
difficult. 

A commission must ask the question: 

Can an asset be considered used and iisefirrl or prudent if i t  does not directly 
enhance some aspect of security? 
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APPENDIX B 

RECOVERING CRITICAL INFRASTRUCTURE PROTECTION 
COSTS THROUGH ADJUSTMENT CLAUSES 

The Florida Public Service Commission used the same cost recovery approach, with a few 
differences, in two cases. In one, the Florida Power Corporation (FPC) requested recovery of 
approximately $7.8 million for 2002 and 2003 security costs incurred in compliance with 
Nuclear Regulatory Commission Order No. EA-02-26. Approximately $4.1 million were costs 
that would normally be classified as capital items. Two parties opposed the request for the same 
reason noted above. The FPSC concluded stating “Finally we find that these costs shall be 
reassessed at the conclusion of the term of the Settlement and Stipulation approved in Order No. 
PSC-02-0655-AS-E1 to determine whether these costs should continue to be recovered through a 
cost recovery clause or would more appropriately be recovered through base rates.” (See Order 
No. PSC-O2-1761-FOF-E1, Docket No. 020001-El, p. 11.) The $7.8 million was authorized for 
cost recovery. 

In another case, Tampa Electric Company (TECO) requested recovery of approximately $1.2 
million for incremental operation and maintenance expenses associated with 2001, 2002, and 
2003 security costs. TECO’s witness noted these costs were not in compliance with any 
government mandate, but were consistent with guidelines developed by Presidential Homeland 
Security directives and North American Electric Reliability Council actions. A TECO witness 
indicated that TECO anticipated moving these costs into base rates at TECO’s next traditional 
rate case. The PSC indicated that it found such treatment reasonable and approved recovery of 
the $1.2 million through the capacity cost recovery clause. The costs are to be treated as current 
year expenses and shall be separately accounted for auditing purposes. (See Order No. PSC-02- 
1761-FOF-EI, Docket No. 020001-E1, p. 15.) 
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APPENDIX C 
NATIONAL COUNCIL OF STATE LEGISLATURES~ 

PAYING FOR ENERGY SECURITY 

Energy security may be costly and will require energy companies to make new investments in 
energy facilities that they had not previously expected. Some of these investments may be for 
new equipment and others may be for additional employees and security personnel. Some 
companies -such as oil companies- that operate in competitive markets and are not price- 
regulated, will make the investments as they see fit and will seek to lower costs and increase 
efficiency elsewhere in their business or perhaps raise prices to the extent the market allows. 
Companies that operate in regulated, monopoly markets -including gas, telecommunications, 
electric and some water companies- operate in a more public environment where state or federal 
officials oversee the rates they can charge. 

How Much Detailed Oversight and Approval Should Utility 
Commissions Have Over Cost Recovery? 

State policymakers, primarily through their utility commissions, must balance the need to 
oversee the utilities they regulate with the desire to allow them to manage the details of their 
security measures. Utilities do this with some assurance that the regulatory commissions will 
approve their prudently incurred costs. Each state will need to develop its own approach to how 
it allows utilities to recover their security-related costs. In every situation, it may be prudent for 
the state and the regulated utilities to collaborate and to determine a common strategy for 
addressing security issues. This common strategy could make utilities more certain that they 
would later be able to recover their costs. 

Table 3. NCSL Solution Menu 

2. Allow commission to allow quick pass- 
through of security costs through normal 
regulatory process. 

3. Enact legislation to ensure recovery of 

The National Conference of State Legislatures is the bipartisan organization that serves the legislators and staffs of 
the states, commonwealths and territories. The material in this appendix is an except from Matthew H. Brown, 
Christie Rewey, and Troy Gagliano, E n e r w  Securitv (Washington, D.C., 2003), pp. 48-52. 
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Regulated utilities with soft rate cap 1 .  Address security costs in next rate case. 
2. Allow commission to allow quick pass- 

through of security costs through a 
special surcharge. 

3. Enact legislation to ensure recovery of 
security-related costs, with specified 
commission oversight. 

1. Enact legislation to ensure recovery of 
security-related costs, with specified 
commission oversight. 

2. Allow commission, through regulatory 
process, to set up a “deferral” account 
for utility to recover prudent costs at a 
later time. 
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ENDNOTES 
The National Association of Regulatory Utility Commissioners (NARUC) Ad Hoc Committee 

on Critical Infrastructure’s Cost Recovery Workshops took place in Denver, Colorado, June 28, 
2003, and in Washington, D.C., October 23-24,2003. 

It may be that September 11 is not the key date for drawing a comparison in utility security 
expenditures. In 1998 the President’s Commission on Critical Infrastructure Protection involved 
utilities and regulators in its outreach activities. In preparation for Y2K, the Federal Emergency 
Protection Agency (FEMA) conducted ten regional workshops that included utilities and state 
regulators. 

Price caps generally have an exogenous adjustment factor that allows a utility to request cost 
recovery for extraordinary expenditures caused by circumstances outside the control of the 
utility. However, exogenous adjustments are unusual because all costs of a utility (those that 
have increased and those that have decreased) since base price caps were established would 
likely have to be examined. Incremental security cost increases, while significant, may not have 
reached the extraordinary cost threshold. 

A working group created by Commissioner Connie Hughes immediately following 9 4  1 has, 
for example, continued to function as a workable way to talk about critical infrastructure issues. 

See Florida Public Service Commission, Order No. PSC-02-1761-FOF-El and Florida Public 
Service Commission, Order No. PSC-01-25 16-FOF-El. 

See 2003 Kansas HB 2374, codified as Kansas Statute Nos. 66-1234,66-1235, and 66-1236. 

Michigan Compiled Law, Chapter 460, Act 3 of 1939, Section 460.10d (17) (c). 

See Oklahoma Corporation Commission, Case No. PUD 200300624. 

FY 2005 Congressional Performance Budget Request, FERC, February 2004, p. 34. Report is 
available at http://www.ferc.gov/about/strat-docs/FYO5-Budg.pdf. 

l o  Ibid., p. 85. 

Greg Frank, Frank Cox, Ray Dominquez, “Homeland Security - Battelle s Capabilities,” 
presented to The Ohio State University, March 5,2002, p. 2. 

l2  For more information on cost allocation issues, see Robert Burns, et al., Regulating Electric 
Utilities with Subsidiaries, No. 85-16 (Columbus: NRRI, 1986). 

l 3  See Florida Public Service Commission, Ibid. 
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l 4  State of Connecticut Public Act 02-94, codified as Connecticut General Statute 16- 19e(a)(4): 
subsequently amended to include a new subsection g. 

l 5  Joe McGarvey and John Wilhelm, NARUC/NRRI 2003 Survey of Critical Infrastructure 
Security, No. 04-01, (Columbus: NRRI, 2004), p. 9-10. 

Duquesne Light v. Barash, 488 U S .  299 (1989). 

l 7  For more on the prudence test, see Robert Burns, et al., The Prudent Investment Test in the 
1980s, No. 84-16 (Columbus: NRRI, 1985). 

’* Michigan Compiled Law, Chapter 460, Act 3 of 1939, Section 460.10d. 

l 9  Michigan Compiled Law, Chapter 460, Act 3 of 1939, Section 460.10d (13). 

2o In the NARUC Cost Recovery Workshops the distinction between standards and guidelines 
was drawn. Standards are mandatory, but increase the probability of cost recovery. Guidelines 
permit regional flexibility, but as they permit more leeway, may have less cost recovery 
certainty. 

21 Security Guidelines for the Electricity Sector, North American Electric Reliability Council, 
issued June 14,2002, available at 
http://www.esisac.com/publicdocs/Guides/SecurityGuidelinesElectricitySector-Version 1 .pdf; 
and Urgent Action Standard 1200 - Cyber Security, North American Electric Reliability 
Council, issued August 13, 2003, available at 
ftp://ftp.nerc.com/pub/sys/all~updl/standards/Urgent -Req-CyberStnd-3-3 12 1 .pdf. 

22 Pipeline Security Information Circular and Pipeline Security Contingency Planning Guidance, 
Department of Transportation, Office of Pipeline Safety, issued September 5,2002; these 
documents are not publicly available. 

23 In its guidelines, OPS notes that in addition to its Pipeline Security Information Circular and 
Pipeline Security Contingency Planning Guidance documents, it also relies on the industry 
consensus security guidance documents for purposes of evaluating the security plans of pipeline 
operators. Specifically, the American Petroleum Institute’s Guidelines for Developing and 
Implementing Security Plans for Petroleum Pipelines, issued July 2002, are used in reference to 
hazardous liquid pipelines, and the American Gas Association and Interstate Natural Gas 
Association of America’s Security Guidelines: Natural Gas Industry, Transmission, and 
Distribution, issued September 2002, are used to help evaluate natural gas transmission and 
distribution lines. The above documents are not publicly available. 

24 NRIC Best Practices, The Network Reliability and Interoperability Council, issued various 
years, available at http://www.bell- labs.com/cgi- user/krauscher/bestp.pl. 

25 See “National Dinking Water Advisory Council’s Water Security Working Group Meeting 
Announcement,” Federal Register, Vol. 69, No. 118, (June 21,2004), p. 34351, available at 
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http://fiwebgate.access.gpo.gov/cgi- in/getdoc.cgi?dbname=2004~register&docid=fr2 1 jn04- 
42.pdf 

26 Public Law 107-188, 107h Congress, 2nd Session, (June 12,2002), Sec. 401. 

27 McGarvey and Wilhelm, NARUC/NM 2003 Survey of Critical Infastructure Security, p. 3. 

28 Ibid., p. 9- 10. 

29 Scott Potter, After the Freeze: Issues Facing Some State Regulators as Electric Restructuring 
Transition Periods End, No. 03- 18 (Columbus: NRRI, 2003). 

30 McGarvey and Wilhelm, NARUC/NRRI 2003 Survey of Critical Infrastructure Security, p. 3. 

31 Several states have frozen retail service rates during specified periods of transition to 
competitive markets. A rate freeze or cap may be any or all components of a retail rate. For 
example, in Ohio a stipulation approved with Dayton Power & Light froze transmission and 
distribution rates and capped generation rates through 2008; see Public Utilities Commission of 
Ohio, Case No. 02-2779-EL-ATA. For a summary of electric restructuring transition period 
details see Scott Potter, After the Freeze: Issues Facing Some State Regulators as Electric 
Restructuring Transition Periods End, No. 03-1 8 (Columbus: NRRI, 2003). 

32 Michigan Compiled Law, Chapter 460, Act 3 of 1939, Section 460.10d (4). 

33 That is to say the large utilities subject either to the rate cap and/or a previous orders in 
Michigan Public Service Commission cases U- 11 181-R and U 12204. See Michigan Compiled 
Law, Chapter 460, Act 3 of 1939, Section 460.10d (17) (b) and (d). 

34 States surveyed reporting pending electric and natural gas rate cases include Arizona, Maine, 
Ohio, New Hampshire, and Pennsylvania. 

35 In Ohio and New Jersey, water utility rate cases have had a stipulation settlement that 
effectively made it difficult to link specific security costs to the specific, approved rate items. In 
a Pennsylvania investor-owned water utility, incremental security costs were approved, but the 
case is on appeal by the consumer advocate. The Missouri Commission approved a two-year 
deferral of security costs for a water utility. 

36 See Iowa Utilities Board, Docket No. RPU-02-2. 

37 Ibid., Docket Nos. RPU-02-3 and RPU-02-8. In addition, Iowa American Water Company 
was granted recovery of $900,781 in operating expenses as part of a rate case, RPU-01-04. The 
security measures were presented to the Iowa Board at the end of the case and were allowed to 
constitute a portion of the negotiated settlement only after sufficient notice had been given to 
customers. The Iowa Board did not receive any comments or objections. 

38 See Florida Public Service Commission, Ibid. 
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39 Ibid., Order No. PSC-02- 1761-FOF-E1, p. 3-4. 

40 Ibid., Docket Nos. 001 148-E1 and 000824-El. 

41 See Ibid., Order No. PSC-02-0501-AS-El. 

42 See Ibid., Order No. PSC-01-2516-FOF-El. 

43 Ibid., Order No. PSC-02-1761-FOF-E1, Docket No. 020001-E1, p. 7. 

44 Kansas Statue No. 66-1233. 

45 Kansas Corporation Commission, Docket No. 03-GIMX-43 1-GIV. 

46 See 2003 Kansas HE? 2374, codified as Kansas Statute Nos. 66-1234,66-1235, and 66-1236. 

47 Ibid., Sec. 3(8)(b). 

48 Michigan Compiled Law, Chapter 460, Act 3 of 1939, Section 460.10d (17) (c). 

49 Ibid., Section 460.10d (17) (c). 

50 Ibid., Section 460.10d (17) (b). 

51 See Oklahoma Corporation Commission, Case No. PUD 200300624. 

52 See State of Connecticut Public Act 02-94, codified as Connecticut General Statute 16- 
19e(a)(4). 

53 See Connecticut Department of Public Utility Control, Docket No. 03-06-17. 

54 The California Commission rejected a water utility request for a memorandum account for 
security costs, preferring to address the issue in a general rate case. See California Public Utility 
Commission Decision DO3 10070 on Proceeding A0308009. 

55 United States of America Federal Energy Regulatory Commission 18 CFR Parts 375 and 388 
(Docket Nos. RMO2-4-000, PL02- 1-000; Order No. 630), issued February 21,2003. 
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am a Public Utilities Analyst V employed 

by the Residential Utility Consumer Office (“RUCO”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Have you filed any prior testimony in this case on behalf of RUCO? 

Yes, on March 21, 201 1, I filed direct testimony with the Commission on 

RUCO’s cost of capital recommendations for GWC. 

Please state the purpose of your surrebuttal testimony. 

The purpose of my surrebuttal testimony is to respond to the rebuttal 

testimony of GWC witnesses Thomas J. Bourassa, which was filed on 

May 2,201 1. 

Will RUCO be filing surrebuttal testimony on the rate base, operating 

income and rate design issues in this case? 

Yes. RUCO analyst Timothy J. Coley will file surrebuttal testimony on the 

rate base, operating income and rate design issues in this case. 

How is your surrebuttal testimony organized? 

My surrebuttal testimony contains five parts: the introduction that I have 

just presented; a summary of RUCO’s recommendations; a comparison of 
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the proposals and recommendations of the Company, ACC Staff and 

RUCO; a summary of the Company’s rebuttal testimony; and my response 

to the Company’s rebuttal positions. 

SUMMARY OF RECOMMENDATIONS 

2. Please summarize RUCO’s capital structure, cost of debt and weighted 

average cost of capital recommendations for GWC. 

RUCO continues to recommend a hypothetical capital structure comprised 

of 60.00 percent common equity and 40.00 percent debt. RUCO also 

continues to recommend a cost of common equity of 9.00 percent and a 

hypothetical cost of debt of 6.13 percent which will provide GWC with a 

9. 

weighted average cost of capital of 7.85 percent. 

COMPARISON OF PROPOSALS AND RECOMMENDATIONS 

Capital Structure 

3. Please compare the Company-proposed capital structure with RUCO and 

ACC Staffs recommended capital structures. 

A comparison of the Company’s ACC Staffs, and RUCO’s recommended 

capital structures are as follows: 

A. 
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Com pan y 

ACC Staff 

RUCO 

Debt Eauitv 

18.4% 81.6% 

18.4% 81.6% 

40.0% 60.0% 

Cost of Debt 

3. Please compare the Company-proposed cost of debt with RUCO and 

ACC Staffs recommended costs of debt. 

4. The Company-proposed cost of debt and ACC Staffs and RUCO’s 

recommended hypothetical cost of debt can be seen below: 

Company 

ACC Staff 

RUCO 

8.00% 

8.00% 

6.13% 

Cost of Equity 

a. Please compare the Company-proposed cost of equity with RUCO’s and 

ACC Staffs recommended costs of equity. 

A. The revised Company-proposed cost of equity and ACC Staff’s and 

RUCO’s recommended cost of equity, are as follows: 
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Company 

ACC Staff 

RUCO 

Neighted Average Cost of Capital 

3. 

4. 

10.20% 

9.10% 

9.00% 

Please compare the Company-proposed weighted average cost of capital 

with RUCO’s and ACC Staff’s recommended weighted average cost of 

capital. 

The weighted average cost of capital recommendations of the Company, 

ACC Staff and RUCO are as follows: 

Company 

ACC Staff 

RUCO 

9.89% 

9.00% 

7.85% 

As can be seen above, the Company-proposed weighted average cost of 

capital of 9.89 percent is 204 basis points higher than my recommended 

7.85 percent weighted average cost of capital. ACC Staffs recommended 

weighted average cost of capital is 89 basis points lower than the 

Company’s and 11 5 basis points higher than my recommendation. 
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SUMMARY OF REBUTTAL TESTIMONY 

Q. 

A. 

Q. 

A. 

Have you reviewed the Company’s rebuttal testimony? 

Yes. I have reviewed the rebuttal testimony of Company witness Thomas 

J. Bourassa, filed on May 2, 2011, which addresses the cost of capital 

issues in this case. 

Please summarize the Company’s rebuttal testimony. 

Company witness Bourassa is critical of the utilities used in my proxy 

groups and the CAPM analysis that I conducted in order to arrive at my 

recommended cost of common equity in this case. Mr. Bourassa also 

takes issue with the growth estimates that I used in my DCF analysis. Mr. 

Bourassa further argues that my analysis does not take GWC’s size into 

consideration. He is also critical of my recommended cost of debt and my 

recommended h ypot het i ca I capita I structure. 

RESPONSE TO REBUTTAL TESTIMONY 

Q. Have you had an opportunity to review updated data on the sample water 

and natural gas companies used in your cost of capital analysis? 

I have reviewed more recent SBBl Yearbook and Value Line data on the 

water utility industry that has been made available or published since my 

direct testimony was filed. Using this recent information, I have updated 

my original cost of capital analysis and have included it in my surrebuttal 

testimony. 

A. 
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Q. 

4. 

Q. 

A. 

Have you made any changes to your water company sample based on the 

updated Value Line information? 

Yes. My updated water company sample now includes SJW Corporation 

(NYSE symbol SJW), a San Jose, California-based water provider which, 

prior to April of 2011, was included in Value Line’s Small and Mid-Cap 

Edition. SJW serves approximately 226,000 customers in the San Jose 

area and approximately 8,700 customers in a region located between 

Austin and San Antonio, Texas. 

Does your updated analysis include more recent information on the 

natural gas LDC’s that you included in your original cost of capital 

an a I ysi s? 

Yes and no. My updated analysis includes more recent adjusted closing 

stock price information on the sample LDC’s, however, the next Value 

Line quarterly update on the natural gas utility industry will not be available 

until the week of June 6, 2011. Because of RUCO’s workload schedule 

for that week, I will not be able to update the LDC information presented in 

my GWC surrebutttal schedules. Since I will be performing a full LDC 

update in two other rate cases during the week of July 6, 2011, I will 

present the LDC results presented in those cases during the GWC 

evidentiary hearing that has now been scheduled for July 26, 2011. 

However, I think it is fair to say that, at this point in time, I do not expect 

any major changes to my current recommendation. 
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Q. 

A. 

Q. 

A. 

Has Mr. Bourassa made any changes to his recommended cost of equity 

capital? 

Yes. Mr. Bourassa has decreased his original recommended cost of 

common equity from 11 .OO percent to the 10.20 percent cost of common 

equity displayed in the prior section of my testimony. 

Has there been any recent Federal Reserve activity in regard to interest 

rates? 

Yes. During its most recent FOMC meeting on April 26 and 27, 2011, the 

Federal Reserve decided not to increase or decrease the federal funds 

rate and kept it between zero and 0.25 percent. In a press release dated 

April 27, 201 1, the Fed stated that the FOMC “will continue to maintain the 

target range for the federal funds rate at 0 to 1/4 percent and continues to 

anticipate that economic conditions, including low rates of resource 

utilization, subdued inflation trends, and stable inflation expectations, are 

likely to warrant exceptionally low levels for the federal funds rate for an 

extended period.” When asked to define the Fed’s statement about an 

“extended period” for maintaining interest rates during the first-ever press 

conference held after an FOMC meeting, Federal Reserve Chairman Ben 

Bernanke stated that the Fed likely wouldn’t act on rates until a “couple of 

meetings” after that language had been removed.’ Based on the Fed’s 

press release and Chairman Bernanke’s statement, it would appear that 

Reddy, Sudeep, “The Chairman Makes History, but Little News,” The Wall Street Journal, April 1 

28,201 1. 
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the Fed will continue to maintain the current level of low interest rates for 

the foreseeable future. The next FOMC meeting is scheduled for June 21 

and 22,201 1. 

Q. 

A. 

Q. 

A. 

Please respond to Mr. Bourassa’s accusations that you use a “wolf in 

sheep’s clothing” approach and “sleight of hand” to manipulate your cost 

of capital data in order to achieve “results oriented” recommendations. 

Although I expected Mr. Bourassa to object to a hypothetical capital 

structure, I am disappointed with the unprofessional tenor of his testimony. 

The use of a hypothetical capital structure to correct a grossly unbalanced 

debvequity ratio is a legitimate proposal well grounded in sound public 

policy. Furthermore, the Commission has adopted hypothetical capital 

structures in the past when calculating the cost of capital. Using 

pejorative terms such as those used by Mr. Bourassa is not appropriate 

for the Commission’s litigation arena. 

Can you cite any Decisions in which the Commission adopted hypothetical 

capital structures? 

The main Decisions that come to mind are Decision No. 67454, dated 

January 4, 2005, that adopted a hypothetical capital structure for Tucson 

Electric Power; Decision No. 68487, dated February 23, 2006, which was 

a Southwest Gas Corporation Rate case proceeding; and Decision No. 

69440, dated May 1, 2007, which involved Arizona-American Water 
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Company. A more recent rate case was Rio Rico Utilities, Inc. in which 

the utility agreed to a hypothetical capital structure that was adopted by 

the Commission in Decision No. 72059, dated January 6, 201 1. 

Q. 

A. 

Can you provide a comparison of costs of equity that have been adopted 

by the ACC in recent rate cases versus what Mr. Bourassa and you have 

recommended? 

Yes. The following is a comparison of costs of equity that have been 

adopted by the ACC in recent rate cases2 versus what Mr. Bourassa and I 

have recommended: 

Utilitv Dec. No. AdoDted Bourassa Riqsby 

Black Mountain Sewer Corp. 71 865 10.20% 12.40% 8.22% 

Litchfield Park Service Co. 72026 8.01 % 12.00% 9.00% 

Rio Rico Utilities, Inc. 72059 9.50% 11.70% 9.00% 

Bella Vista Water Company 72251 9.50% 10.90% 9.00% 

A brief review of the information displayed above illustrates that Mr. 

Bourassa’s past recommendations clearly exceeded what the Commission 

has determined to be an appropriate rate of return for regulated water 

utilities. I would also point out that in each of these cases, with the 

exception of Black Mountain Sewer Corporation, my final cost of equity 

I would point out that in the Litchfield Park Service Company proceeding, the Commission 
adopted the 8.01 percent cost of common equity that I had originally recommended in my direct 
testimony (I increased my recommendation to 9.00 percent during the rebuttal phase of the 
proceeding for the same reasons I am relying on in this case). 

2 
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recommendations were higher than the averages of my DCF and CAPM 

results which supported costs of equity of around 8.00 percent. As can be 

seen from these prior decisions, the Commission has authorized costs of 

equity that are closer to my recommendations than those of Mr. Bourassa. 

2. 

4. 

3. 

4. 

Has the ACC adopted your recommended costs of equity capital or 

adopted costs of equity capital that were influenced by your 

recommendations in cases that Mr. Bourassa was not involved in? 

Yes. Those cases were as follows: 

Utili tv Dec. No. AdoDted ComDany Rinsbv 

UNS Gas, Inc. 71 623 9.50% 11 .OO% 8.61 % 

Arizona Water Company 71 845 9.50% 12.40% 8.33% 

Global Utilities 71 878 9.00% 10.00% 9.00% 

UNS Electric Inc. 71914 9.75% 11.40% 9.25% 

Arizona-American 72047 9.50% 10.70% 9.50% 

Have you revised your recommended cost of common equity based on 

either your updated cost of capital analysis or the positions taken by Mr. 

Bourassa in his rebuttal testimony? 

No I have not. I am continuing to recommend a 9.00 percent cost of 

common equity for GWC even though the average of my DCF and CAPM 

results support a lower figure. 

10 
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1. 

9. 

3. 

4. 

Why do you stand by your position that your recommended 9.00 percent 

cost of common equity is reasonable given the fact that the results of your 

cost of capital analysis support a lower figure? 

Despite the fact that the Federal Reserve has stated that it will continue to 

maintain the current level of low interest rates for the foreseeable future, 

my 9.00 percent return on common equity takes into consideration the 

possibility that interest rates will increase at some future point in time. 

Absent that possibility, a lower cost of common equity, such as the one 

adopted by the Commission in the recent Litchfield Park Service Company 

rate case, would certainly be appropriate should the Commission wish to 

adopt it. Furthermore, as I explained in my direct testimony, my 

recommended ROE of 9.00 percent is much higher than the 7.52 percent 

ROE that results from my models. 

Are there other reasons, besides the possibility of interest rates increasing 

in the future, that explain why you believe a 9.00 percent cost of common 

equity is reasonable? 

Yes. When the downturn in the economy occurred in late 2008, investors 

reacted to the situation by pulling their funds out of the equity markets and 

putting them into U.S. Treasury instruments which were, and still are, 

yielding next to nothing (Attachment F), in order to avoid any further loss 

of capital. This situation has been referred to as a “flight to quality.” 

Although fears have subsided in recent years and investors are entering 
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the equity markets again, as evidenced by the upturn in the U.S. stock 

market, both water and natural gas utilities are still, for the most part, 

viewed by Value Line’s analysts as shelters during times of economic 

uncertainty. This is mainly because of their healthy dividend yields which 

range from averages of 3.05 percent to 3.71 percent, for the water and 

natural gas industry respectively , compared with a median average of 1.9 

percent for all the dividend paying stocks followed by Value Line. This 

was pointed out in a recent piece3 that appeared in The Wall Street 

Journal (Exhibit 1) which stated the following: 

“Utility stocks are coveted by conservative investors for 
their high dividend payments and the companies’ fairly 
stable cash flows. The downside is that investors tend 
to move out of them into hotter sectors when the 
economic outlook improves. That can make their 
performance choppy.’’ 

Given the uncertainty of the economic recovery that is still under way, I 

believe that both water and natural gas companies will still hold an 

attraction for investors as a relatively safe investment in the event that 

another downturn occurs. For these reasons I believe my recommended 

9.00 percent cost of equity, which is higher than what my DCF and CAPM 

results indicate, is reasonable. 

,.. 

“Utilities,” The Wall Street Journal, May 10, 201 1. I 
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3. 

4. 

... 

Are there other reasons you can cite as to why you think that higher 

returns are not needed to attract investors? 

Yes. One has to take into consideration that the investment community at 

large is well aware of the fact that regulated utilities are different from non- 

regulated entities in terms of how they recover their costs. This 

information is taken into account when institutions and individual investors 

make their decisions on where to place their funds. The best example of 

this can be seen in an MSN MoneyKNBC article4 authored by Jon D. 

Markman, a weekly columnist for CNBC (Attachment D). In his article, Mr. 

Markman pitched his suggestions for investing in what some believe to be 

a coming global water shortage. In regard to domestic utilities, Markman 

had this to say: 

“Virtually all of the U.S. water utility stocks are regulated 
by states and counties, which makes them pretty dull. 
Governmental entities typically give utilities a monopoly 
in a geographic region, then set their profit margin a 
smidge above costs. Just about the only distinguishing 
factor among them are the growth rates of their regions 
and their ability to efficiently manage their underground 
pipe and pumping infrastructure.” 

Markman, Jon D, “Invest in the Coming Global Water Shortage,” MSN.com, January 12, 2005, 4 

http://moneycentral .msn.com/content/ P I  021 52.asp. 
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2. 

4. 

... 

What is your response to Mr. Bourassa’s statements, on page 13 of his 

rebuttal testimony that GWC’s cost of equity should be higher given the 

fact that a prior Commission decision authorized Sahuarita Water 

Company an equity return of 10.3 percent? 

RUCO was not an intervenor in that case and I did not testify in it so I do 

not have any first-hand knowledge of that particular proceeding. However, 

1 will say that the cost of capital for a utility, just as other ratemaking 

element issues, is typically considered on a case-by-case basis - not to 

mention the fact that the various inputs used in the models employed to 

determine the cost of equity are not static. While it is true that the 

Commission adopted the aforementioned cost of common equity figure for 

Sahuarita Water Company based on ACC Staffs recommendations, it 

doesn’t mean that the same cost of equity figure will be derived from more 

recent economic data in this case. Mr. Bourassa himself admits that the 

cost of equity capital has fallen since he filed direct testimony in this case 

and has lowered his original cost of equity recommendation from 11.00 

percent to 10.20 percent. However, his recommendation is still 110 to 120 

basis points higher than the 9.10 percent and 9.00 percent recommended 

by ACC Staff witness Mr. Manrique and myself respectively. 
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Q. 

4. 

Please respond to Mr. Bourassa’s position that your recommended cost of 

capital does not take firm size or company specific risk into account. 

My cost of equity recommendation was derived from publicly traded 

companies that are, for all practical purposes, a collection of water 

systems that are similar to GWC and face the same types of risk that are 

faced by GWC. This being the case my cost of equity recommendation 

takes GWC’s size and risk characteristics into account. I would also add 

that any firm specific risks would be mitigated by my capital structure 

recommendation which is comprised of 60 percent common equity as 

opposed to my sample companies’ lower average of approximately 50 

percent common equity. 

Sample Utilities 

Q. 

A. 

Q. 

A. 

Do you still believe that your use of a sample of natural gas LDC’s is 

appropriate to estimate a cost of equity for a water utility despite Mr. 

Bourassa’s arguments? 

Yes. 

Please explain why you believe it is appropriate to use a sample group of 

natural gas LDC’s to estimate the cost of equity capital in a water utility 

rate case proceeding. 

For the most part, natural gas LDC’s have very similar operating 

and distribution characteristics with water companies such as GWC 
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therefore a good proxy for water and wastewater utility cost of capital 

studies. Their inclusion also provides a larger sample to obtain an 

estimate from. 

Q. 

4. 

3. 

4. 

3. 

4, 

Have other analysts used natural gas LDC’s as proxies in water utility rate 

case proceedings before the ACC? 

Yes, in the Arizona-American Water Company (Arizona-American) rate 

case5 that is now pending before the Commission, the cost of capital 

witness for Arizona-American also relied on a sample group of natural gas 

LDC’s. 

Do you believe that an upward adjustment is needed for your 

recommended cost of equity given your use of a sample group of LDC’s 

that have a lower average beta than the one calculated for your sample 

group of water utilities? 

No. The point of using a sample of natural gas LDC’s, which have similar 

operating characteristics to water utilities, is to obtain a broader sample. 

Would your recommendation change if you were to remove the natural 

gas LDC’s from your proxy group? 

No. A review of my DCF and CAPM results on page 3 of my Surrebuttal 

Schedule WAR 1 shows that while my CAPM results for water utilities are 

’ Docket No. W-01303A-10-0448 
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somewhat higher than the results for LDC’s, my DCF results for LDC’s are 

lower than the results for water utilities. 

CAPM Analysis 

Q. 

A. 

Q. 

A. 

Please respond to Mr. Bourassa’s criticism of your reliance on geometric 

means in the CAPM model. 

As I stated in my direct testimony there is an on-going debate over which 

is the better average to rely on. However, it is important to recognize that 

the information on both the geometric and arithmetic means, published by 

Morningstar, is widely available to the investment community. For this 

reason I believe that the use of both means in a CAPM analysis is 

appropriate. 

The best argument in favor of the geometric mean is that it provides a 

truer picture of the effects of compounding on the value of an investment 

when return variability exists. This is particularly relevant in the case of 

the return on the stock market, which has had its share of ups and downs 

over the 1926 to 2010 observation period used in my updated CAPM 

analysis. 

Can you provide an example to illustrate the differences between the two 

averages? 

Yes. The following example may help. Suppose you invest $100 and 

realize a 20.0 percent return over the course of a year. So at the end of 
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year 1, your original $1 00 investment is now worth $120. Now let's say 

that over the course of a second year you are not as fortunate and the 

value of your investment falls by 20.0 percent. As a result of this, the 

$120 value of your original $100 investment falls to $96. An arithmetic 

mean of the return on your investment over the two-year period is zero 

percent calculated as follows: 

( year 1 return + year 2 return ) + number of periods = 

( 20.0% + -20.0% ) f 2 = 

( 0.0% ) + 2 = 0.0% 

The arithmetic mean calculated above would lead you to believe that you 

didn't gain or lose anything over the two-year investment period and that 

your original $100 investment is still worth $100. But in reality, your 

original $100 investment is only worth $96. A geometric mean on the 

other hand calculates a compound return of negative 2.02 percent as 

follows: 

I =  lhumber of periods - ( year 2 value + original value ) 

( $96 + $100 )'I2 - 1 = 

( 0.96 )'I2 - 1 = 

( 0.9798 ) - 1 = 

-0.0202 = -2.02% 
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The geometric mean calculation illustrated above provides a truer picture 

of what happened to your original $100 over the two-year investment 

period. 

As can be seen in the preceding example, in a situation where return 

variability exists, a geometric mean will always be lower than an arithmetic 

mean, which probably explains why utility consultants typically put up a 

strenuous argument against the use of a geometric mean. 

Q. 

A. 

Has the Commission authorized rates of return that were derived through 

the use of both arithmetic and geometric means in prior decisions? 

Yes. Two specific cases that come to mind involved UNS Gas Inc. 

(“UNSG”). Decision No. 70011, dated November 27, 2007 stated the 

following : 

“We agree with the Staff and RUCO witnesses that it is 
appropriate to consider the geometric returns in 
calculating a comparable company CAPM because to do 
otherwise would fail to give recognition to the fact that 
many investors have access to such information for 
purposes of making investment decisions.” 

The Commission later reaffirmed this position in the most recent UNSG 

case. Decision No. 71 623, dated April 14, 201 0 stated the following: 

“We also continue to believe, consistent with our findings 
in several prior cases, that it is appropriate to consider 
the geometric returns in calculating a comparable 
company CAPM because to do otherwise would fail to 
give recognition to the fact that many investors have 
access to such information for purposes of making 
investment decisions.’’ 

19 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Surrebuttal Testimony of William A. Rigsby 
Goodman Water Company, Inc. 
Docket No. W-02500A-10-0382 

In both UNSG cases, the ACC Staff witness was Mr. David C. Parcell, 

who, as I do, consistently relies on both arithmetic and geometric means 

in our CAPM analyses. 

Q. 

A. 

Q. 

A. 

Can you cite any other evidence that supports your use of both a 

geometric and an arithmetic mean? 

Yes. In the third edition of their book, Valuation: Measurinq and Managing 

the Value of Companies, authors Tom Copeland, Tim Koller and Jack 

Murrin (“CKM”) make the point that, while the arithmetic mean has been 

regarded as being more forward-looking in determining market risk 

premiums, a true market risk premium may lie somewhere between the 

SBBl arithmetic and geometric averages published in Morningstar’s 

yearbook (Exhibit 2). 

Please explain. 

In order to believe that the results produced by the arithmetic me n are 

appropriate, you have to believe that each return possibility included in the 

calculation is an independent draw. However research conducted by 

CKM demonstrates that year-to-year returns are not independent and are 

actually auto correlated (i.e. a relationship that exists between two or more 

returns, such that when one return changes, the other, or others, also 

change), meaning that the arithmetic mean has less credence. CKM also 

explains two other factors that would make the Morningstar arithmetic 

mean too high. The The first factor deals with the holding period. 

20 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Surrebuttal Testimony of William A. Rigsby 
5oodman Water Company, Inc. 
locket No. W-02500A-10-0382 

arithmetic mean depends on the length of the holding period and there is 

no "law" that says that holding periods of one year are the "correct" 

measure. When longer periods (e.g. 2 years, 3 years etc.) are observed, 

the arithmetic mean drops about 100 basis points. The second factor 

deals with a situation known as survivor bias. According to CKM, this is a 

well-documented problem with the Morningstar historical return series in 

that it only measures the returns of successful firms. That is, those firms 

that are listed on stock exchanges. The Morningstar historical return 

series does not measure the failures, of which there are many. Therefore, 

the return expectations in the future are likely to be lower than the 

Morningstar historical averages. After conducting their analysis, CKM 

conclude that 4.0 percent to 5.5 percent is a reasonable forward-looking 

market risk premium6. Adding my 2.36 percent risk free yield on a 5-year 

Treasury instrument to these two estimates indicate a cost of equity of 

6.36 percent to 7.86 percent which is lower than my recommended cost of 

equity of 9.00 percent. Given the fact that utilities generally exhibit less 

risk than industrials, a return in the low end of this range could be 

considered reasonable. 

... 

In the 4'h edition of Valuation, the authors state on page 306 of the text that 4.5 percent to 5.5 
percent is an appropriate range (Attachment E). 
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Q. 

A. 

Q. 

A. 

Is Mr. Bourassa correct in his assertion that you did not use the 

appropriate inputs to calculate a market risk premium in your CAPM 

model? 

No. Despite Mr. Bourassa’s assertion, I have used an appropriate 

Treasury instrument to calculate the risk premium in my CAPM model. 

The risk premium that I have calculated has also been calculated in the 

same manner by both ACC Staff and other cost of capital witnesses 

whose cost of capital recommendations have been adopted by the 

Commission. Mr. Bourassa’s assertion that I should not have used total 

returns in the market risk premium component of the CAPM is unfounded. 

While it is true that investors are typically attracted to utility stocks for their 

income needs, it is simply not rational to think that they would not expect 

some capital gains as well. The use of income returns totally ignores the 

fact that bond prices do indeed fluctuate as a result of interest rate 

changes - as do interest sensitive utility stock prices. For this reason I 

believe Mr. Bourassa’s reliance on income returns is unrealistic at best. 

Please address Mr. Bourassa’s criticism of your use of a 5-year Treasury 

yields and intermediate-term securities in your CAPM analysis. 

Mr. Bourassa believes that long-term treasury instruments, with higher 

yields, should be used in the CAPM. However, utilities do not apply for 

rate relief every thirty years and regulators do not set rates for thirty-year 

periods. The simple fact is that utilities generally apply for rate relief every 

22 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Surrebuttal Testimony of William A. Rigsby 
Goodman Water Company, Inc. 
Docket No. W-02500A-10-0382 

three to five years and utility investors are aware of this fact. For this 

reason I believe the use of long-term treasury yields overstate the cost of 

equity capital. 

Q. 

4. 

3. 

4. 

What is the current yield on a 5-year Treasury instrument? 

The current yield on a 5-year Treasury instrument is 1.85 percent 

(Attachment F) which is 28 basis points lower than the 2.13 percent 8- 

week average yield that I used in my direct testimony CAPM analysis, and 

23 basis points lower than the 2.08 percent 8-week average yield that I 

used in my updated CAPM analysis that can be seen on Pages 1 and 2 of 

my Surrebuttal Schedule WAR-7. 

Please comment on Mr. Bourassa’s argument that you have ignored the 

current risk premium? 

The fact that we are now experiencing an improving economy and a 

resurgence in the equity markets pretty much makes this argument passe. 

As I have argued in prior cases, the historical market risk premium that I 

have relied on takes into account a wide range of economic conditions 

from 1926 through 2010. In short, the economy is slowly getting back to 

normal and there is no good reason to believe that the excessive market 

risk premium of 13.40 percent that Mr. Bourassa is proposing is realistic 

for setting rates in this case. As I stated earlier, the analysis conducted by 
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CKM concluded that 4.0 percent to 5.5 percent is a reasonable forward- 

looking market risk premium. 

Q. 

A. 

Can you name any other sources that support CKM’s conclusion that 4.0 

percent to 5.5 percent is a reasonable market risk premium on a forward- 

looking basis? 

Yes. During the 3gfh annual Financial Forum of the Society of Utility and 

Regulatory Financial Analysts, which was held at Georgetown University 

in Washington D.C. on April 19 and 20, 2007, I had the opportunity to hear 

the views of Aswarth Damodaran, Ph. D. and Felicia C. Marston, Ph. D., 

professors of finance from New York University and the University of 

Virginia respectively, who have conducted empirical research on this 

subject. Dr. Damodaran and Dr. Marston supported CKM’s 4.0 to 5.5 

percent estimates during a panel discussion that provided both professors 

with the opportunity to explain their research on the equity risk premium 

and to answer questions from other financial analysts in attendance. Each 

of the panelists7 stated that they believed that a reasonable market risk 

premium fell between 4.0 percent and 5.0 percent when asked to provide 

estimates based on their research. 

Other analysts taking part in the panel discussion included Stephen G. Hill, CRRA, Principal, Hill 
Associates and moderator Farris M. Maddox, Principal Financial Analyst, Virginia State 
Corporation Com m ission. 

7 
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2. 

4. 

If market risk premiums of 4.0 percent to 5.0 percent were used in your 

updated CAPM model what would the results be? 

Using market risk premiums (rm - rf) of 4.0 percent to 5.0 percent in my 

updated CAPM model, using a proxy of water companies, produces the 

following expected returns (k): 

Water Company Sample usina 4.0 percent 

k = rf + [ 13 (rm - rf)] 
k = 2.08% + [ 0.75 (4.0%)] 

k = 5.08% 

Water Company Sample using 5.0 percent 

k = rf + [ 13 (rm - rf)] 

k = 2.08% + [ 0.75 (5.0%)] 

k = 5.83% 

As can be seen above, my CAPM model, using a water company sample 

average beta (13) of 0.75 and the yield on a 5-year Treasury instrument of 

2.08 percent for the risk free rate of return (rf), produces an expected 

return (k) of 5.08 percent to 5.83 percent. My LDC sample, using an 

average beta of 0.66, produces expected returns of 4.72 percent to 5.38 

percent. All of which makes my recommended 9.00 percent cost of 

common equity appear to be both reasonable and attractive to investors. 
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Q. 

A. 

Q. 

A. 

Do you have any data that supports a 4.00 percent to 5.0 percent equity 

risk premium during the market crises which unfolded in September of 

2008? 

Yes. In September 2008 Dr. Damodaran, who I noted earlier in my 

testimony, presented a paper titled Eauitv Risk Premium (ERP): 

Determinants, Estimation and ImtAications, which contained an October 

update that presented data on the swings in implied equity risk premium 

that occurred between September 12,2008 and October 16,2008. During 

that time frame, implied equity risk premiums ranged from 4.20 percent to 

6.39 percent. The 5.30 percent mean average of that range is 15 basis 

points lower than the 5.45 percent average of my updated market risk 

premium of 4.50 percent and 6.40 percent using both geometric and 

arithmetic means respectively. In February, 201 1 Dr. Damodaran updated 

the data published in his paper (Exhibit 3). Based on the information 

contained in his update, I believe that the market risk premiums used in 

my CAPM analysis are still reasonable. 

Please respond to Mr. Bourasssa’s argument that your overall CAPM 

results are below the current yields on Baa/BBB debt instruments. 

I am not recommending that the Commission adopt my CAPM results, but 

I am not recommending that the Commission ignore my CAPM results 

either. In fact, the 5.93 percent average produced by my updated CAPM 

analysis (Surrebuttal Schedule WAR-1, Page 3) is 15 basis points higher 
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than the current 5.78 percent yield on Baa/BBB utility bonds (Attachment 

F). What I am recommending is a cost of common equity of 9.00 percent 

which is 322 to 367 basis points over the most recent yields of 5.78 

percent to 5.33 percent for Baa/BBB-rated and A-rated utility bonds 

respectively (Attachment F). The results of my CAPM analyses (using 

both arithmetic and geometric means) are simply reflecting the current 

environment of low interest rates which cannot be ignored. From the 

perspective that public utilities have traditionally been viewed as safe 

investments, and all things being equal, it is not reasonable to believe that 

their costs of equity capital should be at the 10.20 percent level advocated 

by Mr. Bourassa. 

Q. 

A. 

Q. 

A. 

Isn’t it also true that common shareholders bear a higher risk than bond 

holders and expect a higher return than the yields of utility debt 

instruments? 

Yes. I do not disagree on this point. However, the question is how much 

more of a risk premium is merited for a low risk regulated monopoly such 

as GWC, particularly at a time when interest rates are still at historic lows. 

Has the ACC ever adopted a risk premium adjustment for small sized 

uti I i t i es? 

Not in any cases that I am aware of. 

27 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Surrebuttal Testimony of William A. Rigsby 
Soodman Water Company, Inc. 
3ocket No. W-02500A-10-0382 

Capital Structure 

a. 

A. 

a. 

4. 

Please respond to Mr. Bourasa’s criticisim of your decision to recommend 

a hypothetical capital structure for GWC. 

Mr. Bourassa seems to believe that my decision to recommend a 

hypothetical capital structure in a given case is limited to what I have 

recommended in other cases that I have testified on. The fact is that I 

make decisions on a case by case basis and in this case I believe that a 

hypothetical capital structure - one that is more in line with the companies 

included in my water and LDC sample - is appropriate. 

Was your decision to recommend a hypothetical capital structure 

influenced by the fact that GWC’s long-term debt is comprised of a 

shareholder loan, as opposed to a bond issuance or a loan from a 

financial institution? 

Yes. Typically I have avoided recommending hypothetical capital 

structures in cases where the investor owned utility had debt comprised of 

bond issuances or loans with third-party financial institutions - as in the 

Litchfield Park Service Company case cited by Mr. Bourassa. However, in 

this case, where GWC’s debt is a shareholder loan which I consider to be 

a less than arms length transaction, I believe that a hypothetical capital 

structure makes more sense given the fact that the level of financial risk 

faced by GWC is lower than what it would be if the Company faced the 
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possibility of defaulting on money owed to bondholders or a third party 

financial institution such as a bank. 

3. 

4. 

Do you believe that your decision to recommend a hypothetical capital 

structure in this case is confiscatory and that you are only recommending 

it to obtain the lowest possible rate of return as Mr. Bourassa has 

charged? 

No. One of the principal reasons for utility regulation is to emulate what 

would happen if a natural monopoly, such as GWC, had to face 

competitive market pressures which would force them to operate at the 

least possible cost. This includes the cost of capital that results from an 

optimal capital structure. In this case, I am simply recommending a more 

balanced capital structure that is in line with the capital structures of the 

water companies and LDC’s in my sample. More to the point, I believe I 

am recommending a capital structure that a prudent chief financial officer 

- one that is operating a competitive business entity - would most likely 

opt for in order to reduce his or her firm’s overall cost of capital and also 

benefit from the tax advantages that are associated with lower cost debt 

financing. 
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Cash Flow 

Q. Would GWC have adequate cash flow to cover the company’s debt 

service obligations, assuming that your 6.1 3 percent recommended cost of 

debt is adopted, at RUCO’s recommended level of required revenue? 

Yes. GWC would have $321,508 in available cash flow (Operating 

Income + Depreciation Expense = $137,790 + $183,719 = $321.508) to 

cover a projected annual debt service of $37,230 (Interest Expense + 

Principal Repayment = $23,409 + $13,821 = $37.230). Using the same 

A. 

type of financial analysis that the Commission has relied on for approving 

utility financing applications, RUCO’s recommended level of operating 

revenue would provide GWC with the following times interest earned 

(“TIER) and debt service coverage ratios (“DSC”): 

(1 ) Operating Income $ 137,790 
(2) Depreciation and Amortization 183,719 
(3) Income Tax Expense 42,716 

(4) Interest Expense 
(5) Repayment of Principal 

(6) TIER (Interest Coverage) 
(7) [(I) + (3)1+ (4) 

$ 23,409 
13,821 

7.71 

9.78 

The above calculation uses operating income information exhibited in 

RUCO witness Timothy J. Coley’s Surrebuttal Schedule TJC-8 and uses 

twelve months of interest and principal payments, for the 2012 operating 
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period, based on RUCO’s recommended 6.13 percent rate of interest. 

The interest and principal payments assume a restructured shareholder 

loan with a remaining balance of $471,0738 to be repaid over seventeen 

years. 

Q. 

A. 

Q. 

A. 

Please explain what the TIER of 7.71 and the DSC of 9.78 represents. 

A TIER that is greater than 1.00 means that pre-tax operating income is 

greater than interest expense. In this case, RUCO’s recommended pre- 

tax operating income of $180,506 (Operating Income + Income Tax 

Expense = $137,790 + $42,716 = $180.506) is approximately 7.71 times 

greater than interest expense of $23,409. 

DSC represents the number of times internally generated cash will cover 

required interest and principal payments on short-term and long-term debt. 

A DSC greater than 1 .OO indicates that operating cash flow is sufficient to 

cover debt service obligations. A DSC of 9.78 indicates that GWC would 

clearly have adequate cash to meet its debt service obligation under 

RUCO’s recommended 6.1 3 percent cost of debt. 

How much would GWC save in annual debt service if the Commission 

were to adopt your recommended 6.13 percent cost of debt? 

GWC’s annual debt service would be reduced from the current annual 

amount of $54,923 (Monthly Payment x 12 months = $4,576.90 x 12 = 

The remaining principal balance on the existing shareholder loan assuming that new rates go a 

into effect on October 1, 201 1. 
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$54.923) to $37,230 (Monthly Payment x 12 months = $3,723.04 x 12 = 

$37?230). This would result in an annual savings of $17,693 ($54,923 - 

$37,230 = $1 7,693) for the Company. 

3. 

9. 

Would GWC have cash available to pay dividends if its board of directors 

made the decision to declare one? 

Yes. Under the scenario described above, GWC would have $284,279 in 

available cash after covering its annual debt service of $37,230 (Operating 

Income + Depreciation Expense - Interest Expense - Principal Repayment 

= $137,790 + $183,719 - $23,409 - $13,821 = $284.279). If the 

Company’s directors elected to pay out cash dividends totaling $90,000, 

as they did during the Test Year, they would still have $194,279 in cash 

available for other purposes (Cash Available After Debt Service Payment - 

Declared Dividend Payment = $284,279 - $90,000 = $194!279). 

Cost of Debt 

3. Have Mr. Bourassa’s rebuttal arguments caused you to revise your 

recommendation for a 6.1 3 percent hypothetical cost of debt? 

No. Mr. Bourassa puts up a strenuous argument for GWC’s 8.50 percent 

rate of interest and takes the position that third party lenders would 

probably not loan money to the Company at a rate of interest that is lower 

than that. 

4. 
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3. 

4. 

3. 

4. 

3. 

4. 

What is your response to Mr. Bourassa’s position? 

My position has not changed. A prudent money manager would take 

advantage of lower prevailing interest rates and refinance or restructure 

existing higher cost debt. In this case the current 8.50 percent rate of 

interest was decided on by the same GWC shareholders who are 

collecting the annual interest expense as opposed to a third-party financial 

institution. 

What is the current yield on Baa/BBB-rated utility bonds? 

As noted earlier in my testimony, as of May 11, 2011, the yield on 

Baa/BBB-rated utility bonds is 5.78 percent (Attachment F). This is 272 

basis points lower than GWC’s 8.50 percent cost of debt. 

Have you revised your recommended 6.13 percent cost of debt given the 

fact that the yields on Baa/BBB utility bonds are lower than what they were 

when you filed your direct testimony? 

No. Despite the fact that the current 5.78 percent yield on Baa/BBB utility 

bonds has fallen 30 basis points, I am still recommending a 6.13 percent 

hypothetical cost of debt for GWC. 
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DCF Analysis 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please comment on Mr. Bourassa’s position that the results of your DCF 

analysis should be rejected by the Commission because of the method 

that you used to determine the internal growth rates in your DCF model. 

The method that I have used to determine internal sustainable growth in 

the DCF model is identical to the DCF analysis performed by ACC Staff 

witness Stephen Hill, whose cost of equity recommendation was adopted 

by the Commission in a prior Southwest Gas proceeding that I cited in my 

direct testimony. The method is also consistent with the DCF analysis that 

I performed in a prior Gold Canyon Sewer Company proceeding in which 

the Commission adopted my recommended cost of capital. I am not 

aware of any proceeding before the ACC in which Mr. Bourassa’s 

recommended costs of capital or the methods by which he arrived at those 

recommendations were adopted by the Commission. 

Does your silence on any of the issues or positions addressed in the 

rebuttal testimony of the Mr. Bourassa or any of the Company’s other 

witnesses constitute acceptance? 

No, it does not. 

Does this conclude your surrebuttal testimony on GWC? 

Yes, it does. 
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Utilities 
Utility stocks are coveted by conservative investors for their high dividend payments and the companies' fairly 
stable cash flows. The downside is that investors tend to move out of them into hotter sectors when the economic 
outlook improves. That can make their performance somewhat choppy. 

"You ultimately have to trust in your 
meoaration and commit to making your I I  - <  

move," says Carl Kirst, an analyst at the BMO 
Capital Markets Corp. arm of BMO Financial 
Group, who uses that philosophy whether 
he's out rock climbing or making stock calls. 
It not only has saved the 40-year-old Mr. 
Kirst's life on some treacherous climbs, but 
also helped him grab the top spot in the 
utilities sector for 2010 in the Best on the 
Street survey. 

One of Mr. Kirst's top picks last year was a buy rating on Questar Corp., initiated in October 2009. The 
company, which focuses on natural gas, said in April 2010 that it would split its utility from its exploration-and- 
production business. Questar shares shot up after the announcement. "We essentially kept a buy on the stock 
until the company did in fact split," Mr. Kirst says, downgrading the stock to hold in mid-August and scoring a 
29% return for investors who followed his timing. The stock returned 34% for the full year. 

Mr. Kirst's best pick last year isn't a utility but generates the bulk of its profits from stable fees for pipelines 
transporting natural gas. His full-year buy rating on El Paso Corp. brought a 40% return. Mr. Kirst put a buy 
rating on El Paso in late 2009, near the stock's bottom. He was optimistic because "everything that could go 
wrong was already priced into the stock." He still rates the stock a buy, and believes it could rise at least 15% over 
the next 12 to 18 months as the company continues to expand its pipeline business, sheds some noncore assets 
and cuts its debt. 

While closely evaluating risks helped Mr. Kirst make some 
timely bets, exercising too much caution had its pitfalls. He 
missed out on one big mover in the utility sector in 2010: 
National Fuel Gas Co. 

Journal Report 
Read the complete Best on the Street report. 

See the Rankings 

National Fuel Gas's stock, which returned 34% in 2010, rallied 
after the company announced last September that it was seeking 
a partner for its assets in the Marcellus shale, a prolific gas- 
production area in Pennsylvania. The announcement came 
earlier than Mr. Kirst expected and got investors excited. He 
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missed out on the gains with his hold rating, which he maintains 
because it isn't clear what the terms of any partnership would be. 

Looking ahead, Mr. Kirst says the most interesting trend in the 
natural-gas industry is the rapid development of liquefied 
natural gas for export. Just a few years ago, the U.S. was 
searching for LNG to import, but now utilities and other 
companies involved in production may be close to exporting it 
on a large scale, thanks to onshore reserves in shale-rock 
formations, declining costs and potential support from 
regulators, Mr. Kirst says. 

Southern Union Co. is his top pick for investors Iooking to 
invest in the increasing likelihood for LNG exports, he says. 

-Naureen S. Malik 
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Year 

1961 
S&P 500 Earnings Dividends TBond Rate Estimated Growth Implied Premium 

71.55 3.37 2.04 2.35% 2.41% 2.92% 
1962 
1963 

63.1 3.67 2.15 3.85% 4.05% 3.56% 
75.02 4.13 2.35 4.14% 4.96% 3.38% 

1964 I 84.75 I 4.76 I 2.58 I 4.21% 5.13% 3.31% 
1965 
1966 

92.43 5.30 2.83 4.65% 5.46% 3.32% 
80.33 5.41 2.88 4.64% 4.19% 3.68% 

1967 
1968 

96.47 5.46 2.98 ,5.70% 5.25% 3.20% 
103.86 5.72 3.04 6.16% 5.32% 3 .OO% 

1969 
1970 
1971 

92.06 6.10 3.24 7.88% 7.55% 3.74% 
92.15 5.51 3.19 6.50% 4.78% 3.41% 
102.09 5.57 3.16 5.89% 4.57% 3.09% 

1972 
1973 

118.05 6.17 3.19 6.41% 5.21% 2.72% 
97.55 7.96 3.61 6.90% 8.30% 4.30% 

1974 
1975 
1976 

68.56 9.35 3.72 7.40% 6.42% 5.59% 
90.19 7.71 3.73 7.76% 5.99% 4.13% 
107.46 9.75 4.22 6.81% 8.19% 4.55% 

1977 
1978 

95.1 10.87 4.86 7.78% 9.52% 5.92% 
96.11 1 1.64 5.18 9.15% 8.48% 5.72% 

1979 
1980 

107.94 14.55 5.97 10.33% 1 1.70% 6.45% 
135.76 14.99 6.44 12.43% 11.01% 5.03% 

1981 
1982 
1983 

122.55 15.18 6.83 13.98% 11.42% 5.73% 
140.64 13.82 6.93 10.47% 7.96% 4.90% 
164.93 13.29 7.12 11 30% 9.09% 4.31% 

1984 
1985 

167.24 16.84 7.83 11.51% 11.02% 5.11% 
211.28 15.68 8.20 8.99% 6.75% 3.84% 

1986 
1987 

242.17 14.43 8.19 7.22% 6.96% 3.58% 
247.08 16.04 9.17 8.86% 8.58% 3.99% 

1988 277.72 24.12 10.22 9.14% 7.67% 3.77% 
1989 
1990 

353.4 24.32 11.73 7.93% 7.46% 3.51% 
330.22 22.65 12.35 8.07% 7.19% 3.89% 

1991 
1992 

417.09 19.30 12.97 I 6.70% 7.81% 3.48% 
435.71 20.87 12.64 1 6.68% 9.83% 3.55% 

1993 466.45 26.90 I 12.69 [ 5.79% 8.00% 3.17% 
1994 
1995 

459.27 31.75 13.36 7.82% 7.17% 3.55% 
615.93 37.70 14.17 5.57% 6.50% 3.29% 

- 

1996 740.74 40.63 14.89 6.41% 7.92% 3.20% 
1997 
1998 

970.43 44.09 15.52 5.74% 8 .OO % 2.73% 
1229.23 44.27 16.20 4.65% 7.20% 2.26% 

1999 1 1469.25 1 51.68 1 16.71 1 6.44% I 12.50% 2.05% 



95 

2000 1320.28 56.13 16.27 5.11% 12.00% 
2001 1148.09 38.85 15.74 5.05% 10.30% 

2.87% 
3.62% 

2002 

2003 
I2004 I 1211.92 I 67.68 I 19.407 I 4.22% I 8.50% I 3.65% I 

879.82 46.04 16.08 3.81% 8.00% 4.10% 
1111.91 54.69 17.88 4.25 % 11 .OO% 3.69% 

2005 
2006 

I 2007 I 1468.36 1 82.54 I 27.73 I 4.02% 1 5.00% I 4.37% I 

1248.29 76.45 22.38 4.39% 8 .OO% 4.08% 
1418.3 87.72 25.05 4.70% 12.50% 4.16% 

2008 
2009 

903.25 65.39 28.05 2.21% 4.00% 6.43% 
1115.10 59.65 22.31 3.84% 7.20% 4.36% 

2010 I 1257.64 I 83.66 I 23.12 1 3.29% 6.95% 5.20% 
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April 22, 2011 WATER UTILITY IN DUST RY 
Water utility stocks have been met with some 

resistance since our January review. Indeed, all 
but a single issue covered in our Surveygave back 
some ground. And the exception advanced less 
than 10% in price. As a result, the group, as a 
whole, has slipped into the bottom half of the pack 
for Timeliness after residing in the top quartile 
last time around. 

Wall Street's apprehension is not surprising, 
given that most of the companies reported disap- 
pointing earnings in the fourth-quarter. (First- 
quarter results were not released as of the day of 
this report). Indeed, revenue growth, although 
healthy thanks to continued progress on the regu- 
latory front, seemed to fall short of expectations. 
Earnings, meanwhile, were further frustrated by 
the increasing costs of doing business. 

The group's growth prospects going forward are 
not overly impressive either. With the exception of 
American Water Works, not a single stock in this 
industry stands out for Timeliness or 3- to 5-year 
price appreciation potential. The companies here 
face stiff headwinds on the cost front, as many of 
the country's water systems are aging and increas- 
ing in the need for repairs and maintenance. Fi- 
nancial constraints are of further concern, with 
the financial moves that are likely to be made in 
order to maintain infrastructures dilutive to 
share-net growth. 

Insatiable Thirst 
As an  essential part of life for all forms of life, demand 

for water is undeniable. As a result, the delivery of this 
liquid, which water utilities are responsible for, is nearly 
as vital. Indeed, water providers are responsible for the 
safe and timely delivery of water to millions of Ameri- 
cans every day. Demand for water ought to continue to 
grow along with the population, creating the most favor- 
able landscape for companies operating in this area. 

Favorable Backing 
Although the services of most utilities reach across 

state lines nowadays, state regulatory boards have been 
put in place to maintain a balance of power between 
providers and customers. Among their main responsi- 
bilities is to review and rule on general rate case 
requests submitted by providers looking to recover costs. 
That being said, it is easy to recognize the importance 
that they play to utilities. Many boards have become far 

Composite Statistics: Water Utility Industry 

39.0% 

Relative PIE Ratio 
Avg Ann'l Div'd Yield 

1785 
I INDUSTRY TIMELINESS: 54 (of 96) 

more business friendly in recent years, auguring well for 
utilities. 

Deleterious Costs 
Despite a more favorable regulatory climate, providers 

still have troubles facing them. Infrastructures are de- 
caying rapidly and, in many cases, need complete over- 
hauls. The costs to make the repairs are exorbitant 
many operating in this space do not have the funds on 
hand to foot the bill. Indeed, most are strapped for cash 
and will have to look to outside financiers to keep up. 
Although consolidation trends present unique opportu- 
nities for those with the financial capabilities to throw 
their hat in the ring, such as Aqua America, others are 
just  trying to stay afloat. Unfortunately, the financing 
costs to stay in business, whether it be additional share 
or debt offerings, will probably drown most and dilute 
shareholder gains moving ahead. 

Conclusion 
The bulk of the stock's in this group have lost any 

luster they had from a growth perspective. Although the 
share-price weakness makes for more attractive entry 
points, only American States Water stands out for appre- 
ciation potential. That said, the dividends of many help 
make for worthwhile total return appeal in some cases. 
Again American States Water, along with American 
Water Works, and newcomer SJW Corp., top the list on 
this account. (Readers can see more about SJW in the 
pages that follow). That said, we do think that there are 
better options out there for investors looking to add an 
income-producing stock to the portfolios. The average 
Electric Utility stock, for example generates better in- 
come. Plus, the financial constraints mentioned above 
sit in the back of our heads when it come to thinking 
about the payout down the road. Elsewhere Aqua 
America is an  interesting issue. Its acquisition-friendly 
ways, especially its recent venture into the solar power 
arena, may interest more risk-tolerant investors. A s  
always, we advise potential investors to take a more 
thorough look at the individual stocks before making 
any monetary commitments. 

Andre J .  Costanza 

Water Utility 
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bBuy 46 53 59 ;{;::' 8 

Hld'r(0W) 10863 11195 11086 
bsdl 55 47 51 traded 4 

1995 I 1996 I 1997 I 1998 1999 I 2000 
11.03 1 11.37 I 11.44 I 11.02 12.91 I 12.li 

2011 I 7fin I 
4) Primary earnings. Excludes nonrecurring roL 
ainsl(1osses): '04, 148; '05, 258; '06, 6$; '08, (B) 
!7dk '10 1556). Next earninos reoart diie ear- June. 

.78 .79 .84 .81 .97 1.03 
6.7% 5.8% 5.5% 5.0% 4.2% 4.2% 

:APITAL STRUCTURE as o f  12/31/10 

ing. (C) In millions, adjusted for split. Company's Financial Strength B++ 
ividends historically paid in early March, Stock's Price Stability 85 
Seotember. and December. Div'd rein- Price Growth Persistence 70 

rota1 Debt$361.2 mill. Due in 5 Yrs $296.9 mill. 
-T Debt $299.8 mill. 
'LT interest earned: 4.9~: total interest 
:overage: 4.4~) (44% of Cap'l) 

.eases, Uncapitalized: Annual rentals $3.3 mill. 

LT Interest $21.6 mill. 
- . 

'ension Assets-12110 $90.2 mill. 

'fd Stock None. 
Oblig. $110.8 mill. 

. - - - - . I - -  I 12.2% I 8.5% 1 6.9% I 3.2% I 5.0% 

:ommon Stock 18.654.106 shs 

539.8 
6.1% 

10.1% 
10.1% 
3.6% 

563.3 602.3 664.2 713.2 750.6 776.4 825.3 866.4 905.2 
6.5% 4.6% 5.2% 5.4% 6.0% 6.7% 6.4% 5.9% 7.5% 
9.5% 5.6% 6.6% 8.5% 8.1% 9.3% 8.6% 8.2% 11.3% 
9.5% 5.6% 6.6% 8.5% 8.1% 9.3% 8.6% 8.2% 11.3% 
3.3% NMF 1.0% 2.8% 2.7% 3.9% 3.1% 3.2% 6.2% 

2011 .45 .55 I' A I  2.;; 
2012 .47 .58 .69 2 . x  
Gal- QUARTERLY DIVIDENDS PAID S. FUII 

endar Mar.31 Jun.30 Se .30 Dec.31 Year 
2007 ,235 ,235 ,235 ,250 
2008 ,250 250 ,250 ,250 1.00 
2009 ,250 ,250 ,250 ,260 1.01 
2010 ,260 ,260 ,260 ,260 1.04 

950 
7.5% 

11.0% 

2.53 2.54 2.08 2.23 2.64 2.89 3.37 3.40 4.34 
1.35 I 1.34 I .78 I 1.05 I 1.32 1 1.33 1 !::; I 1.55 I 1.62 I 2.25 

I000 Net Plant ($mill) 1150 
7.5% Return on Total Cap'l 8.0% 

11.0% Return on Shr. Equity 12.5% 

.87 1 .87 1 .88 1 .89 1 .90 1 .91 1 .96 I 1.00 I 1.01 I 1.04 
3.181 2.681 3.761 5.031 4.241 3.911 2.891 4.451 4.181 4.24 

Gal- 
:ndar 
2008 
2009 
2010 
2011 
2012 

Gal. 
endar 
2008 
2009 
2010 

13.22 14.05 13.97 15.01 15.72 16.64 17.53 17.95 19.39 20.26 
15.12 15.18 15.21 16.75 16.80 17.05 17.23 17.30 18.53 18.63 
16.7 18.3 31.9 23.2 21.9 27.7 24.0 22.6 21.2 15.5 

QUARTERLY REVENUES ($ mill.) FUII 
Year 

68.9 80.3 85.3 84.2 318. 
79.6 93.6 101.5 86.3 361. 
88.4 95.5 111.3 103.7 398. 
93.0 102 115 95.0 405 
95.0 110 125 100 430 

EARNINGS PER SHARE A ~ u l l  
Year 

.30 5 3  2 6  .43 1.55 
2 8  .64 .52 . I8  1.62 
.45 .47 .62 .71 2.25 

Mar.31 Jun. 30 Sep. 30 Dec. 31 

Mar.31 Jun. 30 Sep. 30 Dec. 31 

.86 ~ 1.00 1 1.82 1 1.23 1 1.17 ~ 1.50 1 1.27 1 1.36 1 1.41 1 1.00 

197.5 209.2 212.7 228.0 236.2 268.6 301.4 318.7 361.0 398.9 
20.4 20.3 11.9 16.5 22.5 23.1 28.0 26.8 29.5 42.7 

3.9% 3.6% 3.5% 3.6% 3.1% 2.5% 2.5% 2.9% 2.9% 3.0% 

43.0% 38.9% 43.5% 37.4% 47.0% 40.5% 42.6% 37.8% 38.9% 42.6% 

44.7% 1 48.0% 1 48.0% I 52.3% 149.6% 151.4% 153.1% 153.8% I 54.1% I 55.7% 
447.6 1 444.4 I 442.3 I 480.4 I 532.5 1 551.6 1 569.4 I 577.0 I 665.0 I 677.4 

65% 1 65% I 113% I 84% I 67% 1 67% 1 58% I 64% I 61% I 45% 

Target  P r i ce  Range 
2014 I2015 12016 

'128 

.. 
64 
48 
40 
32 
24 

16 
12 

STOCK THIS YL INDEX ARITH.' 

1 yr. 6.4 23.4 
3 yr, 8.7 49.0 
s w  i n n  A S Q  

2011 12012 I "VALUELlNEPUB.LLCI1'4-16 
21.05 I 22.05 1 Revenues per sh 1 25.00 

4.85 
2.60 
1.25 
5.00 

20.75 
20.00 
19.0 

~ 

- 
~ 

. . . . . . . - . .- .. . 1 Avg Ann'l Div'd Yield 1 2.5% 
405 I 430 IRevenues ($mill) 1 500 

esti ales 

40.0 1 43.0 INet Profit ($mill) 1 52.0 
42.0% 40.0% Income Tax Rate 40.0% 
5.0% 5.0% AFUDC % to Net Profit 5.0% 

43.0% 45.0% Lona-Term Debt Ratio 49.5% 
57.0% 1 55.0% ]Common Equity Ratio I 50.5% 

700 1 725 /Total Capital ($mill) I 825 

11.0% 1 11.0% IReturn on Corn E q u h  1 12.5% 
5.0% I 5.5% ]Retained to Com Eq 1 6.5% 
52% 1 51% /Al l  Div'ds to Net Prof 1 48% 

BUSINESS: American States Water Co operates as a holding ers in the city 
company. Through its principal subsidiary, Golden State Water County. Acquirt 
Company, it supplies water to more than 250,000 customers in 75 703 employees 
communities in 10 counties. Selvice areas include the greater (4110 Proxy). C 
metropolitan areas of Los Angeles and Orange Counties. The com- Sprowls. Inc: C 
pany also provides electric utility services to nearly 23,250 custom- CA 91773. Tel: 909-394-3600. Internet: www.aswater.kn. 

Big Bear Lake and in areas of San Bernardino 
Chaparral City Water of Arizona (lO/OO). Has 

Ncers  & directors own 2.6% of common stock 
lirman: Lloyd Ross. President & CEO: Robert J. 
Addr: 630 East Foothill Boulevard. San Dimas. 

Favorable regulatory backing enabled 
American States Water to have a 
blowout fourth quarter. Indeed, the 
water utility posted earnings of $0.71 a 
share, nearly four times the year-before 
tally. Revenues jumped 20%, to  $103.7 
million, thanks to the recognition of 
retroactive revenues from earlier in the 
year associated with rate increases handed 
down by the California Public Utilities 
Commission (CPUC) in regard to  general 
rate cases for Regions I1 and 111. 
Growth will be tough to come by this 
year due to the stiffer comparisons . . . Although the benefits were all real- 
ized in the final quarter of the year, the 
CPUC's ruling added $0.30 a share to  the 
bottom line for the full-year 2010. AWR is 
subject to  regulatory rulings so the gain is 
considered typical and not looked at  as a 
nonrecurring. But we do not expect a 
similar occurrence this year. 
. . . as well as the continued escala- 
tion of infrastructure costs. AWRs op- 
erating costs remain on the rise and are 
not likely to slow anytime soon, given that 
its water systems are growing older and 
require attention. Its pockets are all but 

empty, however, and the company will 
have to  continue to seek outside financiers 
to  stay afloat. Debt and equity issuances 
have become commonplace, and will likely 
remain a drag on earnings growth going 
forward. As a result, we look for share 
earnings to  take a step back this year and 
to show modest improvement in 2012. 
That said, the company is slated to file a 
general rate case for all three regions in 
July of this year. A ruling is expected to 
take 18 months. A favorable verdict could 
prove our 2012 estimate conservative. 
Capital projects are likely to remain a 
longer-term concern too. There is no 
end in sight to the infrastructure invest- 
ment that is necessary. This industry is 
capital intensive, but unfortunately AWR 
is cash-strapped. As a result, the stock 
does not stand out for price appreciation 
potential for the coming six to  12 months 
or  the 3 t o  5 years ahead. The financial 
constraints lead to concerns about the 
company's dividend, which despite being 
above the average offering in our Survey, 
loses some luster when compared to  other 
utilities. 
Andre J. Costanza April 22, 2011 
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1 0 0 0 0 0 1 0 0  
Ins t i tu t iona l  Dec is ions  

2009 
2010 
2011 
2012 

Gal- 
endar 
2008 
2009 
2010 
2011 
2012 

Gal- 
m a r  
2007 
2008 
2009 
2010 
2011 

ZQZOIO 3az010 ~QZOIO Percent 
$;J 4 3  53 62 shares 6 72 53 4 8  traded 3 
Hld'r(000) 8640 9706 10125 
1995 1996 1997 1998 1999 2000 

13.17 14.48 15.48 14.76 15.96 16.1f 
2.07 2.50 2.92 2.60 2.75 2.5: 

86.6 116.7 139.2 106.9 449.4 
90.3 118.3 146.3 105.5 4604 
95.0 130 160 f15 500 

f00 f35 170 120 525 
EARNINGS PER SHARE A ~ ~ 1 1  

Mar.31 Jun.30 Sep.30 Dec.31 Year 
.01 .48 1.06 .35 1.90 
. I2  5 8  .94 .31 1.95 
. I O  SO .98 .23 1.81 
.11 .55 1.05 .29 2.00 
. f2  .60 1.1f .32 2.15 

QUARTERLY DIVIDENDS PAD 6. FUII 
Mar.31 Jun.30 Sep.30 Dec.31 Year 

,290 ,290 ,290 290 1.16 
,293 ,293 ,293 ,293 1.17 
,295 ,295 ,295 ,295 1.18 
,2975 ,2975 ,2975 ,2975 1.19 
,3075 

6.4% I 58% I 46% I 4.2% I 4.0% I 43% 
CAPITAL STRUCTURE as of 12/31/10 
Total Debt $505.3 mill. Due in  5 Yrs $43.9 mill 
LT Debt $479.2 mill. LT Interest $27.9 mill. 

(LT interest earned: 3.4~; total int. cov.: 3 . 2 ~ )  

Pension Assets-12/10 $139.0 mill. 

Pfd Stock None 

Common Stock 20,833,303 shs 
as of 2/24/11 

Oblig. $269.9 mill. 

MARKET C A P  $750 million (Small Cap) 
CURRENT POSITION 2008 2009 12/31/10 

Cash Assets 13.9 9.9 42.3 
Other 65.9 82.3 83.9 
CurrentAssets - 79.8 - 92.2 - 126.2 
Accts Payable 45.1 43.7 39.5 
Debt Due 42.8 25.0 26.1 

35.3 41.7 41.7 Other 
Current Liab. 123.2 110.4 107.3 
Fix. Chg. Cov. 398% 430% 390% 
ANNUAL RATES Past Past Est'd '08-'10 
ofchange(persh) 1OYrs. 5Yrs. to'1V16 

"Cash Flow" 4.0% 6.5% 1.0% 
Earnings 3.0% 6.5% 3.0% 
Dividends 1.0% 1.0% 2.5% 

($MILL.) 

--- 

Revenues 3.0% 4.5% 1.5% 

Book Value 4.5% 5.5% 2.5% 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 72.9 105.6 131.7 100.1 410.3 

1.391 1.081 1.261 1.061 1.331 1.581 1.391 1.19 

- -  .- 10.3% 3.2% 3.3% 10.6% 8.3% 8.6% 
50.3% 55.3% 50.2% 48.6% 48.3% 43.5% 42.9% 41.6% 
48.8% 44.0% 49.1% 50.8% 51.1% 55.9% 56.6% 58.4% 
402.7 453.1 498.4 565.9 568.1 670.1 674.9 690.4 
624.3 697.0 759.5 800.3 862.7 941.5 1010.2 1112.4 
5.3% 5.9% 5.6% 6.1% 6.3% 5.2% 5.9% 7.1% 
7.2% 9.4% 7.8% 8.9% 9.3% 6.8% 8.1% 9.9% 
7.2% I 9.5% I 7.9% I 9.0% I 9.3% I 6.8% I 8.1% I 9.9% 
NMF I 1.0% I ,756 I 2.1% I 2.1% 1 1.0% [ 1.8% I 3.8% 

119% I 90% I 91% I 77% I 78% 1 86% 1 77% I 61% 

BUSINESS: California Water Service Group provides regulated and 
nonregulated water service to roughly 470,200 customers in 83 
communities in California, Washington, New Mexico, and Hawaii. 
Main service areas: San Francisco Bay area, Sacramento Valley, 
Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac- 
auired Rio Grande Coro: West Hawaii Utilities (9108). Revenue 

RELATIVE 

128 
96 
80 
64 
48 
40 
32 

+- I I I I I 
.)I 5 

, 16 ... l I I ' 1 1 2  
%TOT. RETURN 3/11 

r 2 1  2 3 4  
r 7 2  4 9 0  

rnts VLARITHH' 
STOCK INDEX 

3.87 3.86 4.00 3.90 "Cash Flow" per sh 4.05 
1.95 1.81 2.00 2.15 Earningspersh A 2.35 
1.18 1.19 1.23 1.27 Div'dDecl'dpershBa 1.38 
5.33 5.95 5.55 5.20 Cap7 Spending per sh 5.55 

20.26 20.91 20.85 22.80 Book Value Der sh C 23.70 
20.77 i 20.83 i 23.00 j 25.00 jcommon s i s  outst'g 0 i 17.00 
19 7 I 20.3 I Bold f ighr are l Ava Ann'l PIE Ratio I 20.0 
1.31 1 1.30 1 :!r i;iativeP/j Rat; 1 1; 

3.1% 3.2% Avg Ann'l Div'd Yield 2.9% 
449.4 460.4 525 Revenues ( h i l l )  E 

40.6 37.7 47.5 52.0 Net Profit $mill 63.0 
40.3% 39.5% 39.0% 39.0% Income Tax Rate 39.0% 
7.6% I 4.2% 1 10.0% I 10.0% IAFUDC % to Net Profit 

47.1% I 52.4% I 50.0% 1 47.0% /Lana-Term Debt Ratio 
10.0% 
49.0% 

52.9% 47.6% 50.0% 53.0% Common Equity Ratio 5f.O% 
794 9 914.7 975 f070 Total Capital ($mill) 1250 

1198 1 12943 1370 f350 Net Plant($mill) 1625 
6 5% 5.5% 6.5% 6.5% Return on Total Cap'l 7.0% 
9.6% 8.6% fO.O% 9.0% Return on Shr. Equity fO.O% 
9 6% 8.6% 10.0% 9.0% Return on Com Equity 10.0% 
3.8% 3.0% 4.5% 3.5% Retained toCom Eq 4.0% 
60% 66% 57% 61% All Div'dstoNetProf 59% 

breakdown, '10: residential, 72%; business, 20%; public authorities, 
4%; industrial, 4%. '10 reported depreciation rate: 2.3%. Has 
roughly 1,127 employees. Chairman: Robert W. Foy. President & 
CEO: Peter C. Nelson (4111 Proxy). Inc.: Delaware. Address: 1720 
North First Street, San Jose, California 951 12-4598. Telephone: 
408-367-8200. Internet: www.calwaterarouo.com. 

We look for California Water Service 
Group to bounce back nicely this 
year. The water utility disappointed in 
the fourth quarter of 2010, reporting earn- 
ings of $0.23 a share, well below the year- 
earlier mark and estimates. The top line 
dipped 1%, as the net effect of WRAM and 
the MCBA resulted in a decrease of $2.9 
million in revenue. These usage of these 
methodologies added $5.2 million to the 
books in the same period last year. But 
there should not be any lagging effects 
with the transition to a three year general 
rate case cycle in California now in the 
rear view mirror. In fact, the regulatory 
landscape ought to be complementary 
after the California Public Utilities Com- 
mission recently approved CWTs rate case 
authorizing the company to recognize an 
additional $25 million in annualized reve- 
nues and another $8 million in funds to be 
obtained at the conclusion of certain 
projects. With that, we look for a 10% 
share-net advance in 2011, despite the ris- 
ing costs of doing business (see below). 
Growth will likely taper off in 2012 
and thereafter, however. U.S. water in- 
frastructures are extremely capital- 

intensive. Costs of maintenance are add- 
ing up as many systems require significant 
investment. CWT is reasonably cash- 
strapped, though, and will probably have 
to continue seeking outside financing. 
Though necessary, such ventures come at 
a price, and the initiatives will probably 
cause earnings growth to begin slowing. 
We do not recommend this issue to 
most. The financing costs should weigh on 
shareholder gains for the foreseeable fu- 
ture. Although the steadily increasing div- 
idend is a boon, it is not enough to make 
up for the lack of earnings power in our 
opinion. There are better income vehicles 
out there, especially in the Electric Utili- 
ties Industry. We also worry that the 
dearth of cash on hand could potentially 
affect the dividend payout if the operating 
environment remains so capital intensive. 
I t  should be noted that CWT announced a 
2-for-1 stock split and a stock offering that 
looks to be contingent upon approval of the 
former action. If granted shareholder ap- 
proval, both are slated to  go through in 
June. Our presentation does not account 
for the split a t  this time. 
Andre J. Costanza April 22, 201 1 

viaends h.slorically pa o n ear y Feb.. B* 

ble. ID\ In m Ilions. aoiusted for  lit Price Growth Persistence 70 

ncl aeferreo cnarges In 10: S2.2 mill., Company's Financial Strength 
4ug., ana Nov. D v'd reinvestment pan I i!!:l,sh. Stocks Price Stability 90 
. .. I (E) Excludes non:reg. rev. 

' 

Q 2011, Value Line Publishin LLC Ail ri hts resenred.'Factual material is obtained horn sources believed to be reliable and is provlded withom warranties 01 any kind. 
THE PUBLISHER IS NOT RE?PONSIBLE!OR ANY ERRORS OR OMISSIONS HEREIN. This pubiicalicm is stridly lor subscribers own, non-commercial. internal use. NO pan 
of 1 may be reproduced. resold. stored or Vansrnined in any printed. elemonic or other form. or used for generating or markelmg any printed or eledronic pubiicalion. Service or product. 



RECENT SJW CORP, NYSE-SJW PRICE 

llMELlNESS 4 New4/2Ull 

SAFEN 3 New4/22/11 

rEC"lCAL New4/2U11 divided b lnteres! Rate 
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I :::; 1 ;;:: I ig:; ;::: 
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. . . . Relative &ice strength 
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Ann'l Total 
Price Gain Return 

Gal- 
sndar 
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2011 
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2011 
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2008 
2009 
2010 

x t8 [::82{ '3 1- 
Insider Decisions 

QUARTERLY REVENUES (S mill.) FUII 
Year 

41.3 60.0 69.5 49.5 220. 
40.0 58.2 69.3 48.6 216. 
40.4 54.1 70.3 50.8 215. 
43.0 58.0 75.0 54.0 230 
47.0 63.0 81.0 59.0 250 

EARNINGS PER SHARE A FUII 
Year 

. I 5  .U .44 .15 1.08 

.01 23 .43 .14 .81 

.05 24 .44 .ll .84 
.OS .25 .47 .13 .90 
.07 .28 .50 .15 1.00 

QUARTERLY DIVIDENDS PAID e. ~ ~ 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 

.15 . I5  . I5 . I5 .60 

.16 .16 .16 . I6  .64 
,165 ,165 ,165 .I65 .66 
.17 .17 .17 . I7  .68 

Mar.31 Jun. 30 Sep. 30 Dec. 31 

Mar.31 Jun. 30 Sep. 30 Dec. 31 

6.0% I 5.7% I 4.3% 1 3.9% I 3.0% I 2.1% 
:APITAL STRUCTURE as of 12/31/10 
rota1 Debt $300.8 mill. Due in 5 Yrs $12.4 mill. 
-T Debt $295.7 mill. LT Interest $15.9 mill. 
LT interest earned: 2 .7~ :  total interest 
:overage: 2 .6~)  (54% of Cap'l) 

.eases, Uncapitalized: Annual rentals $4.2 mill. 

)ension Assets-12/10 $10.8 mill. 

'fd Stock None. 
Oblig. $58.8 mill. 

:ominon Stock 18.577.012 shs 
IS of 2/8/11 
HARKET CAP: $425 million (Small Cap) 
:URRENT POSITION 2008 2009 12/31/10 

($MILL.) 
:ash Assets 3.4 1.4 1.7 

28.6 26.6 36.3 l ther  
:urrent Assets 32.0 28.0 38.0 

--- 

4.4% ~ 4.2% ~ 1.6% 
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57.6% I 58.3% I 54.4% 
259.4 263.5 306.0 
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14.6 

t. ........ 
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9.14 
1.89 
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.51 

2.31 
10.11 
18.27 
19.6 
1.04 

3.0% 

166.9 
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42.1% 
2.1% 
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8.7% 
8.7% 
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~ 
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- 
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- 
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16.1 21.2 27.7 20.0 18.2 21.6 

DIV'D g Target Prics 
2014 12011 

r -121 490 
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1.05 1.27 1.77 1.58 1.91 1.89 ValueLhe RelativePIERatio 
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180.1 1 189.2 I 206.6 I 220.3 I 216.1 I 215.6 I 230 1 250 IRevenues ldmilll 

1 Avg Ann'l Div'd Yield 

207 1 222 I 193 I 202 I 152 I 156 I 1801 220 /NetProfit($milli 
41 6% I 40 8% I 39 4% 1 39 5% I 40 4% I 39 7% 1 40.0% 1 40 0% llncome Tax Rate 

1.6% I 2.1% I 2.7% 1 2.3% I 2.0% I 3.6% 1 5.0% I 5.0% lAFUDC% to Net Profit 
42.6% I 41.8% I 47.7% 1 46.0% I 49.4% I 53.7% 1 51.0% I 50.0% ILong-TermDebt Ratio 
57.4% I 58.2% 1 52.3% 1 54.0% 1 50.6% I 46.3% I 49.0% I 50.0% ICommon Equity Ratio 
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BUSINESS: SJW Corporation engages in the production, pur- 
chase, storage, purification, distribution, and retail sale of water. It- 
provides water service to approximately 226,000 connections that 
serve a population of approximately one million people in the San 
Jose area and 8,700 connections that serve approximately 36,000 
residents in a service area in the reaion between San Antonio and 
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Austin, Texas. The company offers nonregulated water-related 
services, including water system operations, cash remittances. and 
maintenance contract services. SJW also owns and operates com- 
mercial real estate investments. Has 375 employees. Chairman: 
Charles J. Toeniskoetter. Inc.: CA. Address: 110 W. Taylor Street, 
San Jose, CA 95110. Tel.: (408) 279-7800. Int:ww.siwater.com. 

We welcome newcomer SJW Corp to 
The Value Line Investment Survey in 
this issue. Although it dabbles in com- 
mercial property, the company, for all in- 
tents and purposes, is a water utility, 
engaging in the production, purchase, 
storage, purification, distribution, and sale 
of water. It offers nonregulated services 
via agreements with municipalities and 
other utilities, but the bulk of its business 
is regulated. Operations are centered 
around San Jose, California, where it pro- 
vides more than 225,000 connections that 
serve population of roughly one million 
people. Services are not exclusive to the 
Golden State, however, with another 8,700 
connections serving 36,000 residents in 
the state of Texas. 
The company's inaugural appearance 
is forgettable. I t  posted earnings of $0.11 
in the fourth quarter of 2010 (March- 
period results are due out next week), a 
few pennies below the prior year's tally, 
after stripping out gains we deem as non- 
recurring in nature. Sales inched up mod- 
estly in the quarter, but the costs of doing 
business in this capital-intensive industry 
continued to take a toll. 

We are a little wary of the company's 
near-term prospects. Operating costs 
are likely to remain on the rise, given the 
shape that many water systems appear to 
be in across the United States. That said, 
SJW, like many of its bedfellows, is not ex- 
actly flush with cash and will probably 
have to turn to  outside financing to make 
the improvements. The costs associated 
with additional debt or share offerings, 
however, will be dilutive, likely keeping 
growth under wraps going forward. Note, 
however, that growth may look decent 
against depressed 20 10 comparisons. 
We advise investors to take a pass on 
this issue. SJW is ranked 4 (Below Aver- 
age) for Timeliness and lacks 3- to 5-year 
appreciation potential, as well. Meanwhile, 
the balance sheet is highly leveraged, add- 
ing some skepticism about the 
sustainability of the stocks only saving 
grace a t  this time, its dividend. Although 
the steady stream of income is not likely to  
dry up completely, the financial con- 
straints alluded to above could prompt the 
company to  use the funds to  make capital 
improvements instead. 
Andre J. Costanza April 22, 2011 
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e~ am Avg Ann'i PIE Ratio 21.0 
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2.46 2.69 2.84 3.21 3.42 3.85 
63.74 65.75 67.47 72.20 106.80 111.82 
12.0 15.6 17.8 22.5 21.2 18.2 
.80 .98 1.03 1.17 1.21 1.18 

6.2% 4.9% 3.9% 2.9% 3.0% 3.3% 
CAPITAL STRUCTURE as of 12/31/10 
Total Debt $1560.4 mill. Due in 5 Yrs $316 mill. 
LT Debt $1531.9 mill. 
(LT interest earned: 4 .5~ ;  total interest coverage: 
4.5x) (57% of Cap'l) 

Pension Assets-12/10 $159.2 mill. 
Oblig. $234.9 mill. 

Pfd Stock None 
Common Stock 137.968.188 shares 

LT Interest $70.6 mill. 

1.691 1,871 1.701 1.50 
1.8% 1.8% 2.1% 2.8% 

496.8 533.5 602.5 627.0 
91.2 1 92.0 I 95.0 1 97.9 

38.4% 39.6% 38.9% 39.7% 

2280.0 2506.0 2792.8 2997.4 
TYi&&&K 

3815 1 Net Plant ($mill) ' I 4395 
6.5% /Return on Total Cap'l 1 7.5% as of 2/11/11 

MARKET CAP: $3.0 billion (Mid Cap) 
CURRENT POSITION 2008 2009 12/31/10 

($MILL.) 
Cash Assets 
Receivables 84.5 78.7 85.9 
lnventoty (AvgCst) 9.8 9.5 9.2 

11.8 11.5 44.4 Other 
Current Assets 121.0 121.6 145.4 

--- 

11.5% Returnon Shr. Equity 13.0% 
11.5% Return on Com Equi f3.0% 
4.0% Retained to Corn Eq 5.5% . 64% All Div'ds to Net Prof 59% 

ues ' IO:  residential, 59.4%; commercial, the holding comDanv for water 
and wastewate itilities that serve approximately three million resi- 14.5%; industriz ibther,  26.0%. Officers and directors own 2.0% 

of the common stock (4/11 Proxy). Chairman & Chief Executive Of- 
ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address: 
762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel- 
ephone: 610-525-1400. Internet: www.aquaamerica.com. 

Shale. As the drilling requires significant 
water use, we expect drilling-related water 
consumption to increase in the future, 
adding to the revenue stream. Further- 
more as the Marcellus Shale is set to pro- 
vide impetus to  many states that the com- 
pany serves, we anticipate organic growth 
to increase over the next few years. 
Long-term prospects look bright for 
Aqua America. It looks ever likely that 
the company will benefit both from 
acquisition-driven growth and organic 
growth. Finally, Aqua America's diver- 
sification into other sectors continues. I t  is 
looking at three to four more solar opera- 
tions this year, and is quite likely to  ramp 
up production from 2012 onward, as these 
projects are turning out to be quite profita- 
ble in the near and long term. The compa- 
ny is also cutting down on costs, which 
should aid in boosting the bottom line over 
the next few years. 
Income investors should find this is- 
sue of interest. This equity's dividend 
yield is well above the industry average. 
Furthermore, the company has a history of . .. . .  1 .  

dents in Pennsylvania, Ohio, No&Carolina, Iilinois, Texas, New 
Jersey, Florida, Indiana, and five other states. Divested three of 
four non-water businesses in '91; telemarketing group in '93; and 
others. Acquired AquaSource, 7/03; Consumers Water, 4/99; and 

Aqua America is slated to improve 
steadily in 2011. Earnings growth is like- 
ly to be driven by purchases, as well as fu- 
ture favorable rate rulings. 
Acquisitions remain the backbone of 
growth. With its strong balance sheet, 
Aqua America is poised to continue growth 
via purchases this year. Though no con- 
crete details are known at this time, we do 
anticipate seeing a string of transactions, 
similar to the previous year. 
Rate rulings should provide an addi- 
tional boost to the bottom line. The 
company has implemented a rate recovery 
program, with most of its rate cases likely 
to receive favorable rulings. It already has 
several major cases on the horizon, though 
there have not been any filings. States 
that the company plans to file in include 
Pennsylvania, New Jersey, Ohio, Illinois, 
and Texas. In the best-case scenario, the 

Accts Payable 50.0 57.9 45.3 
Debt Due 87.9 87.0 28.5 

55.3 56.1 149.9 Other 
Current Liab. 193.2 201.0 223.7 
Fix. Chg. Cov. 329% 346% 290% 

--- 

ANNUAL RATES Past Past Est'd '08-'10 
of change (per sh) 10 Yrs. 5 Ye. to 'IC'16 

"Cash Flow" 8.5% 8.0% 8.0% 

Dividends 7.5% 8.0% 6.0% 
Book Value 9.0% 7.0% 5.0% 

Revenues 8.0% 7.5% 6.5% 

Earnings 6.5% 4.5% 10.0% 

Full 
Year 

627.0 
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726.0 
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825 
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Year 

.73 

.77 

.90 
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1.05 
Full 
Year 

.51 

.55 
59 
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- 

_. 

- 
.4a 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 139.3 151.0 177.1 159.6 
2009 154.5 167.3 180.8 167.9 
2010 160.5 178.4 207.8 179.3 e 
endar Mar.31 Jun.30 Sep.30 Dec.31 

2009 .14 .19 2 5  .20 I 2010 1 .16 .22 .32 2 0  I 2011 :; I .16 
3; 

2 3  
2012 .18 .2r 
Gal- QUARTERLY DIVIDENDS PAID B E  increase in revenues should boost the bot- 

tom lines from 2012 onward. 
The Marcellus Shale project provides 
many growth opportunities. The com- 
pany has already implemented a new pro- 
gram of "water stations" to fill the trucks 
that service the drillers in Marcellus 

sreaay aiviaena increases. 
Sahana Zutshi April 22, 201 1 
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2007 
38528 
1562.4 
33.9% 

NATURAL GAS UTILITY 

2008 2009 2010 2011 2012 14-16 
44207 34909 42000 44500 47500 Revenues (Smill) 54250 
1694.2 1677.6 1650 1725 7825 Net Profit ($mill) 2175 
35.7% 33.8% 36.0% 36.0% 36.0% Income Tax Rate 36.0% 

Stocks in the Natural Gas Utility Industry gen- 
erally posted a good performance over the past 
few months. However, this run was less impressive 
when compared to the stock market rally of late. 
Consequently, this group remains ranked in the 
bottom half of our Industry spectrum. 

Regardless, the companies herein have been 
operating amid tough market conditions in recent 
months. The weakness in the housing market con- 
tinues to weigh on results. These utilities continue 
to work to offset these pressure via numerous 
business strategies. However, near-term prospects 
will likely continue to be uninspiring until the 
economic recovery is further along. 

Macroeconomic Climate 
There has been some good news on the economic front 

in recent months. Some positive economic reports sug- 
gest that  the global economy is posting slow growth. 
However, there are still some areas of concern. Notably, 
the weakness in the housing market and tight credit 
environment continue to weigh on this sector. Thus, we 
expect usage to continue to be impacted by these eco- 
nomic factors for the time being. 

Regulation 
Rate cases are a key theme for companies in this 

industry. These utilities are regulated by state commis- 
sions that determine the return on equity these compa- 
nies can achieve. As a result, any pending rate cases 
remain carefully watched by investors. A favorable rul- 
ing can lead to an jump in a stocks price, while an  
unfavorable ruling can have the opposite effect. The 
current rate environment is fairly quiet. However, there 
are a few notable cases pending. For example, WGL 
Holdings and Southwest Gas both have cases being 
reviewed by regulatory commissions. All told, we suggest 
investors pay close attention to the rate environment 
when evaluating these stocks. 

Nonregulated Activities 
Many of the members here continue to invest in 

nonregulated businesses. These often provide opportun- 
ties for utilities to diversify their operations and improve 
profitability. The fact that  these businesses can provide 
upside to share net is noteworthy, since the return on 
equity is set by the regulatory state commissions (usu- 
ally in the 10%-12% range) on the regulated operations. 

4.1% 3.8% 4.8% 3.9% 3.9% 3.8% Net Profit Margin 4.0% 

33936 

49.5% I 49.4% I 50.1% I 48.0% 1 48.0% I 49.0% 1 Common Equity Ratio I 46.0% 
32263 I 32729 I 33974 I 34750 I 36250 I 37750 I Total Capital ($mill) I 43000 . . .  

35342 37292 38500 40250 42250 1 Net Plant (Smill) 50500 

9.8% 
9.8% 
3.7% 
62% 
16.6 
.88 

3.7% 
336% 

10.5% 10.0% 10.5% 10.0% 10.0% Return on Shr. Equity 70.0% 
10.5% 10.0% 10.5% 10.0% 10.0% Return on Com Equity 70.0% 
4.3% 3.8% 4.5% 4.0% 3.5% Retained to Com Eq 4.0% 
59% 61% 63% 61% 60% All Div’ds to Net Prof 59% 
13.9 12.8 Bo,d fi urer are Avg Ann’l PIE Ratio 13.0 

Vdje  Line Relative PIE Ratio .85 ertinates 
4.2% 4.1% Avg Ann’l Div’d Yield 4.6% 
358% 381% 375% 375% 375% Fixedchargecoverage 400% 

.83 .88 

I INDUSTRY TIMELINESS: 68 (of 97) 

Looking ahead, nonregulated ventures will likely con- 
tinue to become a more important theme for this sector 
over the coming years, given their potential to generate 
higher profits. 

Recent Developments 
There has been some news of consolidation in this 

industry since our last review. Nicor made headlines 
recently after it agreed to be purchased by AGL Re- 
sources for $2.4 billion. The merger would create one of 
the largest natural gas distributors in the United States. 
The deal is expected to close in the second half of 2011. 
We would not be surprised to see other acquisitions in 
this sector in the not-so-distant future, given the improv- 
ing economic climate. Another notable development is 
the increasing interest in “green” initiatives by natural 
gas utilities. State governments have increasingly been 
offering energy-efficiency programs in an effort to help 
these companies adapt to industry trends and to pro- 
mote conservation. Consequently, numerous companies 
have been investing in “green” energy. For example, New 
Jersey Resources has been pushing forward with its solar 
initiative. 

Weather 
Weather remains another important factor to consider 

when looking at this group. Unseasonably warm or cold 
weather can have a notable impact on results as well as 
on natural gas prices. A particularly cold winter this 
year has helped results for many of the players in this 
group. However, weak natural gas prices widely offset 
the majority of the gains in usage. 

Conclusion 
Momentum investors can probably find better options 

in a different industry group. Indeed, this sector’s near- 
term prospects do not stand out. Total return potential 3- 
to 5-year hence is also widely unattractive. Thus, we 
suggest patient investors look elsewhere. 

The main appeal of this sector is its above-average 
dividend yield. The average yield is approximately 3.8%. 
which is about twice the Value Line median. Conse- 
quently, income-oriented investors may find some of the 
stocks in this group of interest. NiSource and AGL 
Resources have particularly attractive dividend yields. 

Richard Gallagher 
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6.2% 5.6% 5.4Yn 5.5% 5.5% 6.2% 
:APITAL STRUCTURE as of 12/31/10 
rota1 Debt $2705.0 mill. Due in 5 Y n  $732.0 mill. 
.T Debt $1673.0 mill. 
Total interest coverage: 6 . 5 ~ )  

LT Interest $109.0 mill. 

Avg Ann'l Div'd Yield 

.eases, Uncapitalized Annual rentals $95.0 mill. 
'ension Assets-12/10 $344.0 mill. 

'fd Stock None 
Oblig. $531.0 mill. 

48.1% 1 49.8% ~ 49.8% 
3114.0 3231.0 3335.0 

4505 I 4555 I Net Plant ($mill) ' 

7.0% I 7.5% IReturn on Total Cap'l :ommon Stock 77,999,557 shs 
IS of 1/31/11 

dARKET CAP: $3.0 billion (Mid Cap) 
XJRRENT POSITION 2008 2009 12/31/10 

:ash Assets 16  26 24 
2026 1974 2138 !ther 

m r e n t  Assets 2042 2000 2162 

($MILL.) 

_ _ _ _ -  
Georgia Natural Gas markets natural gas at s a Dublic utility holding 

ny. Its distribution subsidiaries include Atlanta Gas Light, Chat- 
tanooga Gas, Elizabethtown Gas and Virginia Natural Gas. The util- 
ities have more than 2.3 million customers in Georgia, Virginia, 
Tennessee, New Jersey, Florida, and Maryland. Engaged in non- 
regulated natural gas marketing and other allied services. Deregu- 

retail. Sold Utilipro. 3/01, Acquired Compass Energy Services, 
10107. Franklin Resources owns 5.1% of common stock; offldir., 
less than 1.0% (3110 Proxy). Pres. & CEO: John W. Somerhalder 11. 
Inc.: GA. Addr.: Ten Peachtree Place N.E., Atlanta, GA 30309. Tel- 
ephone: 404-584-4000. Internet: www.aglresources.com. 

4ccts Payable 202 237 184 
Iebt Due 866 602 1032 

915 933 1212 Xher 
:urrent Liab. 1983 1772 2428 

--- 

AGL Resources should perform well 
in 2011. The company is set to benefit 
from several factors this year. These in- 
clude rate increases and the startup of the 
Golden Triangle project (discussed below). 
Rate cases and expansion projects are 
likely to drive earnings in 2011 and 
beyond. The Golden Triangle project, 
which came partially on line in 2010, is 
poised to  add considerably to the top line 
over the next few years as it materially in- 
creases the company's stora e capacity. 
The expansion should aid AGE Resources 
by growing its customer base, as well. The 
company has also filed several rate in- 
crease cases. the most recent one concern- 
ing Virginia Natural Gas. Given its favor- 
able rate case history, we do not foresee 
any problems at  this time. The rate rises 
are likely to  bolster the bottom line out to  
the 2014-2016 time frame. 
Mergers should play a key part in 
growth over the next few years, as 
well. 2010 was one of the most active 
years for consolidations in the utility in- 
dustry. We expect this trend to accelerate 
in 2011, as many companies appear to be 
good acquisitin targets. AGL Resources 

has already become a forerunner in this 
segment, with the purchase of Nicor, set to 
be finalized within the next few months. 
Given the weak operating environment, 
and the fact that acquisitions are a quick 
way to increase market share, we expect 
AGL take advantage of further op- 
portunities over the next few years. 
The compan is set to do well over the 
long term. 8 ne concern is the fact that 
production is at unprecedented levels, a 
result of the discovery of several shale gas 
reserves. The high storage levels, resulting 
in lower prices, are set to put downward 
pressure on the profitability of the storage 
and pipeline segments. But, the continued 
economic recovery, increased customer 
demand, and stringent expense control 
measures should ensure that the company 
will successfully navigate these obstacles. 
Investors should take a look at this 
neutrally ranked issue. The dividend 
yield is above the industry average at this 
time, and we believe that the payout will 
be increased in the years ahead. AGL Re- 
sources appears to be a good pick for the 
long term. 
Sahana Zutshi March 11, 2011 
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Cash Assets 111.2 132.0 129.9 
Other --- 717.7 743.2 1133.4 
Current Assets 828.9 875.2 1263.3 
Ac& Payable 207.4 266.2 510.1 
Debt Due 72.7 486.2 600.4 
Other 457.3 413.7 349.9 
Current Liab. 737.4 1166.1 1460.4 
Fix. Ch . Cov. 416% 440% 435% 
A"UA;MTEs Past Past Est'd'o&,lo 
ofchange(persh) 1 0 ~ 6 .  SYE. t0'14.'16 
Revenues 9.5% 3.0% 3.0% 
"Cash Earnings Flow" $002 2:;; igz 
Dividends 2 . 0 ~ ~  1 . 5 ~ ~  2.0% 
Book Value 6.5% 5.0% 4.5% 

Fiscal QUARTERLY REVENUES ($ mill.)A Full 2,:; Dec.31 Mar.31 Jun.30 Sep.30 
2008 6575 24840 16391 1 4 0 7  7221.3 
2009 '716:3 1821:4 780:8 650:6 4969.1 
2010 1292.9 1940.3 770.2 786.3 4789.7 
2011 1157.0 2025 820 818 4820 

distribution and sale of n&ral gas to over th;& rniilion cktorners rate '3.3%. Has around 4,915 employees. Ofticers and' directors 
via six regulated natural gas utility operations: Louisiana Division, own 1.4% of common stock (12110 Proxy). President and Chief Ex- 
West Texas Division, Mid-Tex Division, Mississippi Division, ecutive Officer: Kim R. Cocklin. Inc.: Texas. Address: Three Lincoln 
Colorado-Kansas Division, and KentuckylMid-States Division. Corn- Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. Tele- 
bined 2010 gas volumes: 323 MMd. Breakdown: 59%, residential; phone: 972-924-9227. Internet: w.atmosenergy.com. 

Atmos Energy's share net plunged seem plausible. Next year, the bottom line 
nearly 20% in the opening quarter of may well increase at a similar rate, to 
fiscal 2011, versus the year-earlier tal- $2.40 a share, as we look for a further ex- 
ly. The shortfall was attributable largely pansion of operating margins. 
to the nonregulated segment, which expe- Steady, though unexciting, results ap- 
rienced a modest unrealized net gain, rela- pear to be in store for the company 
tive to  a much larger $0.29 gain the pre- out to 2014-2016. The utility is one of the 
ViOUS ear country's largest natural gas-only dis- 
But &ere were some positives. The gas tributors. Moreover, the unregulated seg- 
utilit posted improved earnings, as it ments, especially pipelines, possess 
beneited from higher rates in such states healthy overall growth prospects. Lastly, 
as Missouri, Kansas, Kentucky, and Texas. management may resume its successful 
But these results were held back a blt by a strategy of purchasing less efficient utili- 

A) Fiscal year ends Sept. 30th. (6) Diluted early March, June, Sept., and Dec. 1 Div. rein- 
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years, through various mergers, it became 3.03 
part of Pioneer Corporation, and, in 1981, 1.47 
Pioneer named its gas distribution division 1.16 
Energas. In 1983, Pioneer organized 2.77 
Energas as a separate subsidiary and dis- 14.31 
tributed the outstanding shares of Energas 40.79 
to Pioneer shareholders. Energas changed 15.6 
its name to Atmos in 1988. Atmos acquired .80 
Trans Louisiana Gas in 1986, Western Ken- 5.1% 
tucky Gas Utility in 1987, Greeley Gas in 1442.3 
1993, United Cities Gas in 1997, and others. 56.1 
CAPITAL STRUCTURE as of 12/31/10 37.3% 
Total Debt $2407.7 mill. Due in  5 Yrs $1240.0 mill. 3.9% 
LT Debt $1807.3 mill. 54.3% 

45.7% 
(LT interest earned: 3 .2~ ;  total interest 
coverage: 3 .1~ )  ~ 

Leases, Uncapitalized Annual rentals $18.2 mill. 1276.3 
Pfd Stock None 13354 

- 

LT Interest $110.0 mill. 
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Pension Assets-9/40 $301 7 mill 
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63% I 65% I 65% I 68% 
I 
SS: Atmos Enerav Comoration is enoaoed orimarilv in the 32%. commerci ustrial: and 3% other. 2010 deDreciation 

2012 - 
Fiscal 

10% drop in throughput, reflecting warmer 
weather. Meanwhile, the regulated trans- 
mission and storage unit enjoyed an in- 
crease in fixed-fee services and revenues 
from filings under the Texas Gas 
Reliability Infrastructure Program. Lower 
per-unit transportation margins were 
somewhat of an  offset here. 
Consolidated share net stands to ad- 
vance almost 7%, to $2.30, for the full 
fiscal year. This is based partly on our 
assumption that the nonregulated seg- 
ment bounces back. Too, continued decent 
showings from the natural as utility and 
regulated transmission a n f  storage unit 

ties and shoring up their profitability via 
expense-reduction initiatives, rate relief, 
and aggressive marketing efforts. But ex- 
cluding future acquisitions, due to  many 
uncertainties, annual share-net growth 
may be in the mid-single-digit range over 
the 3- to 5-year horizon. 
The good-quality stock boasts a divi- 
dend yield that is higher than many 
natural gas utility stocks covered by 
Value Line. Additional increases in the 
distribution, though modest, seem likely. 
Meanwhile, these shares are ranked Aver- 
age (3) for Timeliness. 
Frederick L. Harris, 111 March 11, 2011 
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1002.1 
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5.7% 5.4% 4.7% 4.4% 4.3% 4.4% 3.9% 3.9% 4.7% Avg Ann'l Div'd Yield 

755.2 1050.3 1250.3 1597.0 1997.6 2021.6 2209.0 1895.2 1735.0 1750 1815 Revenues [$mill) A 
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30.5 
32.7% 
3.0% 

49.5% 

1Q2010 2Q2010 3Q2010 percent 7,5 

;!;/ ,i g: '$ 54 1 sharesi *,: 
Ild's000 10279 10043 101:; traded 

24.79 31.03 34.33 31.04 26.04 29.9: 
2.55 3.29 3.32 3.02 2.56 2.68 

1995 1996 1997 1998 1999 20011 

22.4 34.6 36.1 40.1 50.5 49.8 57.6 64.3 54.0 57.5 61.0 Net Profit ($mill) 
35.4% 35.0% 34.8% 34.1% 32.5% 33.4% 31.3% 33.6% 33.4% 34.5% 35.0% IncomeTax Rate 
3.0% 3.3% 2.9% 2.5% 2.5% 2.5% 2.6% 3.4% 3.1% 3.3% 3.4% NetProfit Margin 

47.5% 50.4% 51.6% 48.1% 49.5% 45.3% 44.4% 42.9% 40.5% 40.0% 40.0% Lona-Term Debt Ratio 

1.04 

83% I 113% 1 74% 1 73% I 72% I 59% I 63% 1 56% I 53% 

6.3% 1 5.6% 1 5.6% I 5.4% I 5.8% 1 6.6% 
APITAL STRUCTURE as of 12/31/10 

64% 63% 62% All Div'ds to Net Prof 

otal Debt $461.8 mill. Due in 5 Yrs $155.0 mill. 
T Debt $364.3 mill. LT Interest $20.0 mill. 
rota1 interest coverage: 4 .0~)  

1011 
1012 
:iscal 
zizL 
to08 
ZOO9 
1010 
1011 
1012 

Gal- 
ndar 
1007 
to08 
1009 
1010 

eases, Uncapitalized Annual rentals $.9 mill. 
enslon Assets-9/10 $240.9 mill. 

f d  Stock None 
ommon Stock 22,384,705 shs. 
s of 1/27/11 

Oblig. $398.4 mill. 

444.2 645.8 340 320 1750 
490 650 388 287 1815 

EARNINGS PER SHARE A B  F Full 
Dec.31 Mar.31 Jun.30 Sep.30 E: 

.99 1.39 .41 d.14 2.64 
1.42 1.40 .31 d.22 2.92 
1.03 1.26 2 1  d.07 2.43 
1.05 1.30 .30 d.10 2.55 
1.05 1.36 .36 d.12 2.65 
QUARTERLY DIVIDENDS PAID FUII 

Mar.31 Jun.30 Sep.30 Dec.31 Year 
,365 ,365 ,365 ,365 1.46 
.375 ,375 .375 ,375 1.50 
,385 ,385 ,385 ,385 1.54 
,395 ,395 ,395 ,395 1.58 

IARKET C A P  $850 million (Small Cap) 
URRENT POSITION 2009 2010 12/31/10 

:ash Assets 74.6 86.9 25.1 
294.2 327.3 412.6 Nher 

:urrentAssets 368.8 414.2 437.7 

(MILL.) 

--- 

) Fiscal year ends Sept. 30th. 
) Based on averaae shares outstandina thru. 

atic 
ALI 

: '08, 946. Next earnings report due late 
IC) Dividends historicallv Daid in earlv 

3.00 I 2.56 I 3.15 I 2.79 I 2.98 1 3.81 1 3.87 I 4.22 I 4.56 I 4.11 I 4.35 I 4.50 /"Cash Flow"Dersh 

charges. In '10: $487.1 mill., $21.85/sh. Company's Financial Strength B++ 
(E) In millions. Stock's Price Stability 100 

1.61 1.18 1.82 1.82 1.90 2.37 2.31 2.64 2.92 2.43 2.55 2.65 Earningspersh A B  

1.34 1.34 1.34 1.35 1.37 1.40 1.45 1.49 1.53 1.57 1.61 1.65Div'dsDecl'dpershCi 
2.51 2.80 2.67 2.45 2.84 2.97 2.72 2.51 2.36 2.56 2.70 2.80 CaD'I SDendina Dersh 

50.2% I 52.3% I 49.4% 1 48.3% I 51.8% I 50.4% I 546% I 55.5% I 57.1% 1 59.5% 1 60.0% I 60.0% ICommonEquity Ratio 
574.1 1 546.6 1 605.0 1 737.4 I 707.9 I 798.9 I 784.5 I 876.1 I 906.3 I 899.9 1 935 I 980 ITotal Capital ($mill) . .  
602.5 1 594.4 1 621.2 I 646.9 I 679.5 I 763.8 I 793.8 1 823.2 I 855.9 I 884.1 1 
6.9% I 6.0% 1 7.4% I 6.6% I 7.6% I 8.4% I 8.5% I 8.1% I 8.7% I 7.4% I 7.5% I 7.5% /Return on Total Cap'l 

915 I 945 INetPlant($mill) 

10.5% I 7.8% 1 11.5% I 10.1% I 10.9% I 12.5% I 11.6% 1 11.8% I 12.4% I 10.1% I 10.5% I 10.5% 1ReturnonShr.Eauitv 
10.5% 1 7.8% 1 11.6% I 10.1% I 10.9% I 12.5% I 11.6% 1 11.8% I 12.4% I 10.1% I 10.5% I 10.5% IReturnonComEquG 
1.8% 1 NMF 1 3.1% I 2.7% I 3.1% I 5.1% I 4.3% 1 5.2% I 5.9% I 3.6% I 4.0% I 4.0% IRetainedtoCom Eq 
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15.5 
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m ap- 
city of St. Louis, St. Louis County, and parts of 10 other counties. proximately 8% of common shares (l/ll proxy). Chairman, Chief 
Has roughly 630,000 customers. Purchased SM&P Utility Re- Executive Officer, and President: Douglas H. Yaeger. Incorporated: 
sources, 1/02; divested, 3/08. Therms sold and transported in fiscal Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tel- 
2010: .97 mill. Revenue mix for regulated operations: residential, ephone: 314-342-0500. Internet: w.thelacledegroup.com. 

Share net for Laclede Group was a 
couple of pennies hi her in the open- 
ing quarter of fiscaf20ll (ends Sep- 
tember 30th) than the year-earlier tal- 
ly. Laclede Gas, the core subsidiary, 
benefited partly from a rate increase that 
went into effect on September 1, 2010. 
Too, operatin costs here were down, made 
possible by effective collections efforts and 
expense-containment initiatives. Mean- 
while, profits for Laclede Energy Re- 
sources were somewhat better, since re- 
sults for the first quarter of last year in- 
clude net unrealized losses on energy- 
related derivatives. But margins here were 
lower, as narrower regional price differen- 
tials continued (given a less-than-optimal 
economic environment). 
In all, consolidated share net could 
advance roughly 5%, to $2.55, in fiscal 
2011. Assuming further expansion of oper- 
ating margins, the bottom line may well 
rise at a similar rate, to $2.65 a share, the 
next year. 
Prospects out to 2014-2016 are not ex- 
citing. The customer base for the natural 
gas distributor has tended to  grow at a 
sluggish annual rate for some time. Since 

the service territory, based in eastern Mis- 
souri, is in a mature phase, we expect 
more of the same going forward. Laclede 
Energy Resources has promising growth 
potential, but that unit has contributed 
only a small portion to total profits, on a 
historical basis. Consequently, Laclede's 
annual share-net advances may only be in 
the mid-single-digit range over the 3- to 5- 
year horizon. A major acquisition could 
brighten things, but management appears 
to  be satisfied with the status quo, right 
now. 
The equity's main attraction is the 
dividend yield, which is a bit higher 
than the average of all natural gas utility 
stocks tracked by Value Line. The payout 
should continue to  be well-covered by the 
company's earnings, but future hikes may 
be moderate, at best. That's largely be- 
cause of Laclede Gas' unspectacular long- 
term expansion prospects. 
Total return possibilities are not ex- 
citing. Indeed, these shares are trading 
near our 2014-2016 Target Price Range. 
The dividend will probably continue to 
grow at a slow rate, as well. 
Frederick L. Harris, III March 11, 2011 

f ,  then diluted. Ehudes nonrecurring hss: I Januaiy,' April, July, and Octdber. 1 Divideid I (F) Qtly.,egs. may not sum due to rounding or Price Growth Persistence 55 I Earnings Predictability 80 j, 7d. Excludes gain from discontinued oDer- reinvestment ulan available. (D) Incl. deferred change in shares outstanding. 
2011, Value Line Publishin LLC All ri hls reserved. 'Factual material is obtained from Aurces believed to be' rdiable and is provided without w&anties of any knd. 
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14.8% 
14.9% 
6.1% 
59% 

1.42 I 1.48 I 1.63 I 1.74 I 1.86 I 1.91 

15.7% 15.6% 15.3% 17.0% 12.6% 10.1% 15.7% 14.6% 14.1% 14.5% 15.0% Return onShr.Equity 
15.7% 15.6% 15.3% 17.0% 12.6% 10.1% 15.7% 14.6% 14.1% 14.5% 15.0% Return on Corn Equity 
6.9% 7.7% 7.8% 8.5% 6.3% 3.6% 9.5% 7.2% 6.8% 6.5% 7.0% Retained to Com Eq 
56% 51% 49% 50% 50% 64% 40% 50% 52% 54% 52% AllDiv'dstoNetProf 

.79 I .85 I .78 I ..BO I .87 I .9f 
6.7% 5.6% 5.3% 4 6% 4.5% 4.4% 

Ta;l 
2008 
Ends 

CAPITAL STRUCTURE as of 12/31/10 
rota1 Debt $785.6 mill. Due in 5 Yrs $544.5 mill. 
LT Debt $432.5 mill. LT Interest $1 1.7 mill. 
lncl. $14.6 mill. capitalized leases. 
'LT interest earned: 7.5~: total interest coveraae: 

QUARTERLY REVENUES ($ mill,) A Full 

811.1 1178 1000 827.1 3816.2 
Dec.31 Mar.31 Jun.30 Sep.30 

7.5x) 
Pension AssetsU10 $1 50.5 mill. 

Pfd Stock None 
Obllg. $244.5 mill. 

vidends historically paid in early January, million, $10.99lshare. 
July, and October. Dividend reinvest- (E) In millions, adjusted for splits. 
plan available. (F) Restated. 
cludes regulatory assets in 2010: $454.6 

Common Stock 41,250,098 shs. 

Company's Financial Strength A 
Stock's Price Stability 100 
Price Growth Persistence 60 
Earnings Predictability 50 

. .  
ss of 11/22/10 
MARKET C A P  $1.7 billion (Mid Cap) 
CURRENT POSlTiON 2009 2010 12/30/10 

(WILL.) 
Sash Assets 36.2 .9 6.7 

648.0 784.1 910.9 3ther 
Eurrent Assets 684.2 785.0 917.6 

--- 

2009 
2010 
2011 
2012 
Fiscal 
Year 
Ends 
2006 
2009 
2010 
2011 

- 

d.03 
2.65 

4) Fiscal year ends Sept. 30th. 

earnings report due late April. 
8 2011. Value Line Publishin LLC All ri h& WSeNed. Fad 
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1.30 1.39 1.59 1.70 1.77 1.87 1.55 2.70 2.40 2.46 2.65 2.85 EarningspershB 
.78 .80 .83 .87 .91 .96 1.01 1.11 1.24 1.36 1.44 1.48 Oiv'dsOecl'dpershc= 
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8.80 8.71 10.26 11.25 10.60 15.00 15.50 17.28 16.59 17.53 18.60 19.15 BookValuepershD 

40.00 41.50 40.85 41.61 41.32 41.44 41.61 42.06 41.59 41.36 41.00 40.00 CornmonShsOutst'gE 
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providing retaillwholesalk energy svcs. to customers in Nkw Jeise;, ral Energy subsidiary provides unregulated retailiwholesale natural 
and in states from the Gulf Coast to New England, and Canada. gas and related energy svcs. 2010 dep. rate: 2.2%. Has 887 empls. 
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in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal 
2010 volume: 150 bill. cu. ft. (5% interruptible. 39% residential and 

New Jersey Resources is off to a good 
start in fiscal 2011. Top-line volumes ad- 

Pres. : Laurence M. Domes. Inc.: NJ Addr.: 1415 Wyckoff Road, 
Wail, NJ 07719. Tel.: 732-938-1480. Web: www.njresources.com. 

vanced 17% over last year's same period, 
thanks to  1,640 additional customers at 
the New Jersey Natural Gas (NJNG) sub- 
sidiary. Elsewhere, NJRs midstream as- 
sets like the Steckman Ridge storage facil- 
ity and its equity investment in the Iro- 
quois Pipeline are both contributing nicely. 
Too, lower operating and maintenance ex- 
penses have been aiding profitability, con- 
tributin to a 7.6% increase in the bottom 
line, to 80.71 a share. 
The company will likely post a high 
single-digit earnings advance this 
year. NJNG ought to contribute the lion's 
share to the top and bottom lines in 2011. 
That unit is expected to  add about 6,500 
new accounts this year, as natural gas 
continues to hold a price advantage over 
other home heating fuels. This is further 
benefited from energy efficiency initiatives 
offered by the state of New Jersey. 
Capital projects augur well for long- 
term prospects. Large infrastructure en- 
hancement initiatives should help to  boost 
efficiency and reliability at NJR. The com- 
uanv has 14 Droiects planned and in con- 

struction. All of these are scheduled for ac- 
celerated completion, this summer. 
The balance sheet is in good shape. 
Cash reserves increased sevenfold, to 
about $6.7 million during the first quarter. 
Historically this is still a pretty low level 
for NJR, but the trend is in the right direc- 
tion. Meanwhile, its long-term debt levels 
have remained flat during the December 
interim. And the board recently increased 
the quarterly dividend by 5.9%, to $0.36 a 
share, or  $1.44 annual. 
We have introduced our 2012 bottom- 
line estimate of $2.85 a share. Addi- 
tional customer accounts are projected at 
12,000-14,000 over the next two years 
which should aide the top line. Meanwhile, 
as the Sunlight Advantage solar project 
gains steam, the company could benefit 
from federal investment tax credits that 
may further boost profitability. 
But, at the current price, the stock 
does not stand out. I t  offers below- 
average appreciation potential for the pull 
to 2014-2016. And its dividend yield is a 
tad below average when compared to other 
utilities in the Value Line universe. 
Brvan J. Fong March 11, 2011 

http://www.njresources.com
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QUARTERLY REVENUES ($ mill.) ~ u l l  
Mar.31 Jun.30 Sep.30 Dec.31 Year 
387.7 191.3 109.7 349.2 1037.9 
437.4 149.1 116.9 309.3 1012.7 
286.5 162.4 95.1 268.1 812.1 
320 165 100 235 820 
325 175 110 240 850 

EARNINGS PERSHAREA FUII 
Mar.31 Jun.30 Sep.30 Dec.31 Year 

1.62 .08 d.38 1.25 2.57 
1.78 .12 d.25 1.18 2.83 
1.64 2 6  d.28 1.11 2.73 
1.75 .IO d.35 1.30 2.80 
1.80 .20 d.40 1.30 2.96 
QUARTERLY DIVIDENDS PAD 6 .  FUII 

Mar.31 Jun.30 Sep.30 Dec.31 Year 
,355 ,355 ,355 ,375 1.44 
,375 ,375 ,375 ,395 1.5: 
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,415 ,415 .415 ,435 1.6E 
,435 

.” .... 
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Insider Decisions 
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3.41 I 3.86 I 3.72 I 3.24 I 3.72 I 3.6E 
1.61 1.97 1.76 1.02 1.70 1.71 
1.18 1.20 1.21 1.22 1.23 1.24 
3.02 3.70 5.07 4.02 4.78 3.46 

14.55 15.37 16.02 16.59 17.12 17.93 
22.24 22.56 22.86 24.85 25.09 25.23 

12.9 11.7 14.4 26.7 14.5 12.4 
.86 .73 .83 1.39 .83 .81 

5.7% 5.2% 4.8% 4.5% 5.0% 5.6% 
CAPITAL STRUCTURE as of 12/31/10 
rota1 Debt $859.1 mill. Due in 5 YE $260 mill. 
.T Debt $591.7 mill. LT Interest $41 .O mill. 

:Total interest coverage: 7 . 0 ~ )  

pension Assets-12/10 $219 mill. 

’fd Stock None 
Oblig. $337.3 mill. 

Zornrnon Stock 26,668,712 shares 

#ARKET CAP $1.2 billion (Mid Cap) 

CURRENT POSITION 2008 2009 12/31/10 

Cash Assets 6.9 8.4 3.5 
474.1 319.8 326.8 3ther 

Current Assets 481.0 328.2 330.3 
4ccts Payable 94.4 123.7 93.2 
Debt Due 248.0 137.0 267.4 

208.9 131.9 107.6 3ther 
Current Liab. 551.3 392.6 468.2 

($MILL.) 

--- 

--- 
Fx. Chg. Cov. 408% 395% 495% 
hNNUAL RATES Past Past Est’d ’08-’10 
)fchange(persh) 10Yrs. 5Yrs. to’lC’16 

Cash Flow” 4.0% 7.0% 2.0% 

Book Value 3.5% 4.0% 4.0% 

Revenues 8.5% 9.5% -2.0% 

Earnings 6.0% 9.5% 3.0% 
Dividends 2.0% 3.5% 4.0% 
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4.76 I 5.41 I 5.31 I 5.20 I 5.15 I 5.40 I 5.60 /“Cash Flow”persh 
2.35 2.76 2.57 2.83 2.73 2.80 2.90 Earnings persh A 

1.39 1.44 1.52 1.60 1.68 1.72 1.76 Div’ds Decl’d persh 
3.56 4.48 3.92 5.09 9.30 3.75 4.50 Cap’l Spending per sh 

22.01 22.52 23.71 24.88 25.95 26.90 28.00 Book Value per sh 
27.24 26.41 26.50 26.53 26.67 26.75 26.80 Common Shs Outst’g ( 

15.9 16.7 18.1 15.2 17.9 Boldf /airesan AVO Ann’l PIE Ratio 
.86 .89 1.09 1.01 1.10 YalueLlne Reiative PIE Ratio 

3.7% 3.1% 3.3% 3.7% 3.8% Avg Ann’l Div’d Yield 

1013.2 1033.2 1037.9 1012.7 812.1 820 850 Revenues(Smil1) 
65.2 74.5 68.5 75.1 72.7 75.0 78.0 Net Profit ($mill) 

36.3% 37.2% 36.9% 38.3% 31.4% 38.0% 38.0% Income Tax Rate 
6.4% 7.2% 6.6% 7.4% 8.9% 9.5% 9.5% Net Profit Margin 

46.3% 46.3% 44.9% 47.7% 46.5% 43% 41% Lona-Term Debt Ratio 
53.7% I 53.7% I 55.1% I 52.3% I 53.5% I 57% 1 59% ICommon Equity Ratio 
1116.5 I 1106.8 I 1140.4 I 1261.8 I 1294.8 I 1270 I 1270 ITotal Capital ($mill) . .  
1425.1 I 1495.9 I 1549.1 I 1670.1 I 1854.2 I 2005 I 2165 lNet Plant ($mill) 
7.1% I 8.5% I 7.7% I 7.3% I 5.6% I 6.0% I 6.0% IReturn onTotal Cap’l 

10.9% 12.5% 10.9% 11.4% 10.5% f0.5% 10.5% ReturnonShr. Equity 
10.9% 12.5% 10.9% 11.4% 10.5% 10.5% 10.5% Return onCom Equity 
4.5% 6.0% 4.5% 5.0% 4.0% 4.0% 4.0% Retained toCom Eq 
59% 52% 59% 56% 61% 62% 61% AllDiv’dstoNetProf 

35.2: 
6.10 
3.a 
1.81 
6.71 

3f.60 
26.95 
17.0 
1.15 

3.6% 

951 
86.1 

38.0% 
9.0% 
34% 
66% 
1285 
2495 
6.5% 

10.0% 
10.0% 
4.0% 
59% 

- 

- 
- 

- 
- 

- 

- 

- 

- 

I I I I I I I 
;tributes natural qas to Owns local underground storage. Rev. breakdown: residential, 

90 communities, 668,000 customers, in Oregon (90% of customers) 
and in southwest Washington state. Principal cities served: Portland 
and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill. 
(77% in OR). Company buys gas supply from Canadian and US. 
producers; has transportation rights on Northwest Pipeline system. 

57%; commercial, 26%; industrial, gas transportation, and other, 
17%. Employs 1,061, Barclays Global owns 6.6% of shares; of- 
ficers and directors, 1.4% (4110 proxy). CEO: Gregg S. Kantor. Inc.: 
Oregon. Address: 220 NW 2nd Ave., Portland, OR 97209. Tele 
phone: 503-226421 1. Internet: www.nwnatural.com. 

Northwest Natural Gas is slated to 
perform well in 2011. Improving custom- 
er growth levels and various new projects 
should result in a bottom-line boost. 
Customer growth continues to gain 
momentum, which ought to fuel reve- 
nue advances this year. We expect the 
modest increases experienced over the 
past few quarters to continue, as the econ- 
omy stabilizes. Growth should pick up con- 
siderably in 2012, and remain elevated 
through the 2014-2016 period. 
The company is focusing on infra- 
structure to boost the top and bottom 
lines. The Gill Ranch project, a California- 
based storage facility, is likely to  add to 
earnings in 2011. Northwest has already 
signed several multiple-year contracts for 
Gill Ranch, and expects the base to contin- 
ue growing throughout the year. Finally, 
management has indicated that the com- 
pany will begin a second phase of expan- 
sion at the facility, which should be opera- 
tional next year. This, in turn. ought to 
provide a boost to  earnings by 2014-2016. 
Another major expansion in the works is 
the Mist Storage facility; full capacity 
should be reached late next year. Lastly, 

hope has finally dawned for the Palomar 
project. Williams Northwest Pipeline was 
brought in to join the venture, which 
greatly increases the chance of a success- 
ful completion. The company is currently 
signing up shippers, as the Palomar 
Pipeline is likely to begin operations in 
late 2014. Investors should note that as a 
result of previous problems on the project, 
the company’s stake has been reduced 
from 50% to 33%, limiting future benefits. 
Rate cases are likely to play a part in 
earnings growth. It is quite likely that 
Northwest will choose to  file for a rate in- 
crease in Oregon in the third quarter. The 
state regulatory body is quite sympathetic, 
and it has been eight years since the last 
increase. This raises the likelihood of a fa- 
vorable ruling. Management has indicated 
a rate case is in the works in Washington, 
as well, with a decision expected late 2011 
or  early 2012. No other details are known. 
There are better options in the indus- 
try at this time. This neutrally ranked 
stock has limited long-term appreciation 
potential, and its dividend yield is only 
marginally above the industry average. 
Sahana Zutshi March 11, 201. 
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1Q2010 zaZo10 3aZo10 Percent 7,5 
bBUY 70 84 87 shares 5 
bSeU 77 95 81 
Hld's(0W) 33448 32253 33260 
1995 1996 1997 1998 1999 200E 

8.76 11.59 12.84 12.45 10.97 13.01 
1.25 1.49 1.62 1.72 1.70 1.7i 
.73 .84 .93 .98 .93 1.01 
.54 5 7  .61 .64 .68 ,72 

1.72 1.64 1.52 1.48 1.58 1.65 
6.16 I 6.53 I 6.95 I 7.45 1 7.86 I 8.2f 

57.67 I 59.10 I 60.39 I 61.48 1 62.59 I 63.8: 
13.8 I 13.9 I 13.6 I 16.3 I 17.7 I 14.: 
.92 I .87 1 .78 I .85 I 1.01 1 .9? 

5.4% I 4.9% I 4.8% I 4.0% I 4.1% 1 5.0% 
CAPITAL STRUCTURE as of 10/31/1O 
rota1 Debt$973.9 mill. Due in 5Yk $160.0 mill. 
/T Debt $671.9 mill. 
,LT interest earned: 4 . 1 ~ ;  total interest coverage: 
3.5x) 

LT Interest $50.2 mill. 

Pension Assets-10110 $228.3 mill. 

Pfd Stock None 

Common Stock 72.310.563 shs. 

Oblig. $211.0 mill. 

BS of 12/17/10 
MARKET CAP $2.1 billion (Mid Cap) 
CURRENT POSITION 2008 2009 10/31110 

Cash Assets 7.0 7.6 5.6 
593.8 505.6 322.2 Other 

Current Assets 600.8 513.2 327.8 
k c t s  Payable 132.3 115.4 115.7 
Debt Due 436.5 366.0 302.0 

112.7 118.8 80.9 Other 
Current Liab. 681.5 600.2 498.6 

($MILL.) 

--- 

.__--  

Fix.Chg.Cov. 341% 316% 316% 
ANNUAL RATES Past Past Est'd '08-'10 

2011, Value Line Publishin i L C  /ul ri Ms resGed.'Fact 

1 il may be reproduced, resold. stored or Vanmined in any pinti 
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1.81 1 1.81 1 2.04 I 2.31 I 2.43 I 2.51 I 2.64 1 2.77 I 3.01 I 2.91 1 3.00 1 3.15 I"CashFlow"Dersh 
1.01 .95 1.11 1.27 1.32 1.28 1.40 1.49 1.67 1.55 1.60 f.70 Earningspersh AB 

.76 8 0  .82 3 5  .91 .95 .99 1.03 1.07 1.11 f . f5  1.19 Div'dsDecl'dpershcm 
1.29 1.21 1.16 1.85 2.50 2.74 1.85 2.47 1.76 2.75 4.40 2.80 Cap'lSpendingpersh 
8.63 8.91 9.36 11.15 11.53 11.83 11.99 12.11 12.67 13.35 13.60 14.15 BoakValuepershD 

64.93 66.18 67.31 76.67 76.70 74.61 73.23 73.26 73.27 72.28 71.50 71.00 CommonShs Outst'g E 

16.7 18.4 16.7 16.6 17.9 19.2 18.7 18.2 15.4 17.1 Boldfiaures are Avo Ann'l PIE Ratio 
.86 1.01 .95 .88 .95 1.04 .99 1.10 1.03 1.08 ReiativePIERatio 

4.5% 4.6% 4.4% 4.1% 3.8% 3.9% 3.8% 3.8% 4.1% 4.2% Avg Ann'l Div'd Yield 

1107.9 832.0 1220.8 1529.7 1761.1 1924.6 1711.3 2089.1 1638.1 1552.3 1600 1650 Revenues ($mill)A 
65.5 62.2 74.4 95.2 101.3 97.2 104.4 110.0 122.8 111.8 115 120 Net Profit ($mill) 

34.6% 33.1% 34.8% 35.1% 33.7% 34.2% 33.0% 36.3% 28.5% 23.4% 30.0% 30.0% IncomeTax Rate 
5.9% 7.5% 6.1% 6.2% 5.8% 5.0% 6 1% 5.3% 7.5% 7.2% 7.2% 7.3% Net Profit Margin 

47.6% 43.9% 42.2% 43.6% 41.4% 48.3% 48.4% 47.2% 44.1% 41.0% 42.0% 4f.O% Lona-Term Debt Ratio 
52.4% 1 56.1% 1 57.8% I 56.4% I 58.6% I 51.7% I 51.6% 1 52.8% I 55.9% I 59.0% 1 58.0% I 59.0% ICo&onEquityRatio 
1069.4 I 1051.6 1 1090.2 I 1514.9 I 1509.2 I 1707.9 1 1703.3 I 1681.5 I 1660.5 I 1636.9 1 1675 I 1700 ITatal CaDital [$mill) . .  
1114.7 I 1158.5 1 1812.3 I 1849.8 I 1939.1 I 2075.3 12141.5 12240.8 I 2304.4 I 2437.7 I 2450 I 2500 /NetPlant($mill) 

7.9% I 7.8% I 8.6% I 7.8% I 8.2% I 7.2% 1 7.8% 1 8.2% I 9.1% I 8.4% I 8.0% I 8.5% IReturn on Total Cap'l 
11.7% 10.6% 11.8% 11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 12.0% 12.0% ReturnonShr.Equity 
11.7% 10.6% 11.8% 11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 12.0% 12.0% ReturnonComEquity 
3.0% 1.7% 3.1% 3.7% 3.6% 2.8% 3.5% 3.9% 4.8% 3.3% 3.5% 3.5% Retained toCom Eq 
75% 83% 74% 66% 68% 74% 70% 69% 64% 72% 72% 70% AllDiv'dstoNetProf 

BUSINESS: Piedmont Natural Gas Company is primarily a regu- 9.3 years. Non-regulated operations: sale of qas-poweret 
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f8.0 
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12.5% 
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4.0% 
68% 
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lated natural gas distributor, serving over 960,801 cusiomers-in 
North Carolina, South Carolina. and Tennessee. 2010 revenue mix: 
residential (48%), commercial (28%), industrial (7%), other (17%). 
Principal suppliers: Transco and Tennessee Pipeline. Gas costs: 
64.4% of revenues. '10 deprec. rate: 3.2%. Estimated plant age: 

equbment; naturai gas brokering; propane s a k  Has about 1,827 
employees. Off./dir. own about 1.5% of common stock, State 
Street; 6.4% ( I H O  proxy). Chrmn.. CEO, 8 Pres.: Thomas E. 
Skains. Inc.: NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 
28210. Telephone: 704-364-3120. Internet: www.piedmontng.com. 

Piedmont Natural Gas likely posted 
fiscal first-quarter (ended January 
31st) earnings in line with last year's. 
(Note: The company was scheduled to 
release financial data shortly after this 
review went to press.) Customer additions 
in North Carolina, South Carolina, and 
Tennessee ought to have helped offset the 
effects of lower natural gas pricing, which 
impacted the top line all last year. Conse- 
quently, revenues should register an ad- 
vance of about 2.5% for the January inter- 
im. And share net probably increased by a 
penny. 
We have trimmed our top-line es- 
timate for 2011. This is largely a reflec- 
tion of the challenging economic conditions 
in the company's market area. Nonethe- 
less, lower interest expenses due to debt 
refinancing, as well as the increased cus- 
tomer base should act  favorably on mar- 
gins causing the bottom line to register a 
low single-digit advance. 
Large capital investments this year 
augur well for prospects. The company 
has plans for multiple gas-fired power gen- 
eration sites in its pipeline to serve its cus- 
tomer base in North Carolina. 

The overall financial position is in 
good shape. Cash declined about 25% 
over the course of last year, to roughly 
55.6 million. Meanwhile, the company's 
debt load also decreased 8.5%, to approxi- 
mately $670 million. Too, PNY has been 
taking advantage of the favorable interest- 
rate environment by refinancing some of 
its higher-yielding notes. This should help 
to  improve the company's operating 
metrics. And, Piedmont used the proceeds 
from last year's Southstar divestiture to 
repurchase about a million shares of stock, 
providing a benefit to share net moving 
forward. 
We have introduced our 2012 share- 
net estimate at $1.70. Continued custom- 
er additions and somewhat better pros- 
pects for regional economic growth ought 
to  contribute to the quickening pace of 
earnings advances next year. 
Good-quality shares of Piedmont have 
appeal as an income vehicle. However, 
total return potential for the pull to 2014- 
2016 is below average. And the stock is 
still ranked to  lag the broader-market 
averages in the coming year. 
Bryan J. Fong March 11, 2011 - 

Quarters may not add to total due to Div'd reinvest. plan available; 5% discount. Company's Financial Strength E++ 
vidends historically paid mid-January, million, 2l$/share. Price Growth Persistence 60 
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le in shares outstanding. (D) Includes deferred charges. In 2010: $14.8 Stock's Price Stability 100 

July, October. (E) In millions, adjusted for stock split. Earnings Predictability 95 



7.2% I 6.4% I 6.1% I 5.3% I 5.4% I 5.2% 
CAPITAL STRUCTURE as of  12/31/10 

4.7% 

837.3 
26.8 

42.2% 
Total Debt $702.1 mill. Due in 5 Yrs $427.7 mill. 
LT Debt $340.0 mill. 
(Total interest coverage: 3 .1~ )  

LT Interest $22.0 mill. 

4.6% 4.3% 3.7% 3.0% 3.2% 2.8% 3.1% 3.4% 3.0% Avg Ann'l Div'd Yield 3.5% 
505.1 696.8 819.1 921.0 931.4 956.4 962.0 845.4 925.1 980 1060 Revenues ($mill) 1350 
29.4 34.6 43.0 48.6 72.0 61.8 67.7 71.3 80.9 90.0 105 Net Profit ( h i l l )  140 

41.4% 40.6% 40.9% 41.5% 41.3% 41.9% 47.7% 23.0% 30.0% 35.0% 35.0% IncomeTaxRate 35.0% 

Pension Asseb-l2/ lO $120.6 mill. 

Pfd Stock None 

Common Stock 29,883.823 common shs. 
as of 2/21/11 

Obllg. $167.5 mill. 

3.2% 
57.0% 
35.9% 
516.2 

MARKET C A P  $1.6 billion (Mid Cap) 
CURRENT POSITION 2008 2009 12/31/10 

1SMILL.I 

5.8% 5.0% 5.2% 5.3% 7.7% 6.5% 7.0% 8.4% 8.7% 9.2% 9.9% Net Profit Margin 10.4% 
53.6% 50.8% 48.7% 44.9% 44.7% 42.7% 39.2% 36.5% 37.4% 38.0% 38.5% Long-Term Debt Ratio 40.5% 
46.1% 49.0% 51.0% 55.1% 55.3% 57.3% 60.8% 63.5% 62.6% 62.0% 61.5% Common Equity Ratio 59.5% 
512.5 608.4 675.0 710.3 801.1 839.0 848.0 856.4 910.1 985 1040 TotalCapital(tmil1) 1350 

Current Assets 

607.0 
6.9% 

12.1% 

Accts Payable 
Debt Due 
Other 

666.6 748.3 799.9 877.3 920.0 948.9 982.6 1073.1 1193.3 1250 1325 Net Plant ($mill) 1500 
7.6% 7.3% 7.9% 8.3% 10.1% 8.6% 8.9% 9.0% 10.1% 10.5% 11.5%ReturnonTotalCap'l 12.0% 

12.4% 11.5% 12.4% 12.4% 16.3% 12.8% 13.1% 13.1% 14.2% 15.0% 16.5% Return onShr. Equity 17.5% 

Current Liab. 
Fix. Chg. Cov. 
ANNUAL RATES 
of change (per sh) 
Revenues 
"Cash Flow" 
Earnings 
Dividends 
Book Value 

12.8% 
3.5% 
76% 

12.5% 11.6% 12.5% 12.4% 16.3% 12.8% 13.1% 13.1% 14.2% 15.0% 16.5%ReturnonComEqui& 17.5% 
4.7% 5.0% 5.9% 6.2% 10.2% 6.7% 6.7% 6.4% 7.1% 7.0% 8.5% Retained toCom Eq 9.0% 
62% 57% 52% 50% 37% 48% 49% 51% 50% 51% 49% AllDiv'dstoNetProf 49% 

Gal- 
endar 
2008 

A) Based on GAAP egs. through 2006, eco- 
iomic egs. thereafter. GAAP EPS: '07, $2.10; 1 !: 
08. $2.58: '09. $1.94: ' IO. $2.22. Excl. non- 

QUARTERLY REVENUES (S mill.) FUII 
Mar.31 Jun.30 Sep.30 Dec.31 Year 
348.1 135.8 210.4 267.7 962.0 

1.90 2.12 2.24 2.44 2.51 3.51 3.20 3.48 3.72 4.21 4.50 5.00"CashFlow"persh 6.20 
1.15 1.22 1.37 1.58 1.71 2.46 2.09 2.27 2.38 2.70 2.95 3.25 Earningspersh A 4.10 
.74 .75 .78 .82 .86 .92 1.01 1.11 1.22 1.36 1.48 1.60 Div'dsDecl'dpersh 8. 2.00 

2 . 8 2 3 . 4 1  2.36 2.67 3.21 2.51 1.88 2 . 0 8 3 . 6 7  5.59 5.65 5.95-7.35 
7.81 9.67 11.26 12.41 13.50 15.11 16.25 17.33 18.24 19.08 19.70 20.00 BookValueuershC 23.55 

- ------ --- 

2009 
2010 
2011 
2012 

Cal- 
endar 
2008 
2009 
2010 
2011 
2012 

Gal- 
endar 
2007 
2008 
2009 
2010 
2011 

362.2 134.5 127.1 221.6 845.4 
329.3 151.6 160.7 283.5 925.1 
370 160 165 285 9ao 
400 175 iao 305 1060 

EARNINGS PER SHARE A Full 
Mar.31 Jun.30 Sep.30 Dec.31 Year 

1.32 2 6  .04 .67 2.27 
1.46 .15 d.06 .83 2.38 
1.49 .24 .10 3 7  2.70 
1.55 .30 .15 .95 2.95 
1.65 .35 2 0  1.05 3.25 
QUARTERLY DIVIDENDS PAID B. FUII 

Mar.31 Jun.30 Sep.30 Dec.31 Year 
- -  ,245 ,245 ,515 1.01 
- -  ,270 ,270 ,568 1.11 - -  ,298 ,298 ,628 1.22 
- -  .330 ,330 ,695 1.36 - -  

); ' I O ,  ($0.48). Excl gain (losses) from 
It. ops.: '01, ($0.02); '02, ($0.04); '03, 
II: '05. ($0.021: '06. ($0.021: '07. $0.01. 

report due in May. (6) Div'ds paid early April, 
July, Oct., and late Dec. Div. reinvest. plan 
avail. IC) incl. rea. assets. In 2010: $248.4 

Company's Financial Strength B++ 
Stock's Price Stability 100 
Price Growth Persistence 90 

BUSINESS: South Jersey Industries, Inc. is a holding company. Its include: South Jersey Energy, South Jersey Resources Group, 
subsidiary, South Jersey Gas Co., distributes natural gas to Marina Energy, and South Jersey Energy Service Plus. Has 650 
347,725 customers in New Jersey's southern counties, which employees. Off./dir. control 1.0% of common shares; Black Rock 
covers about 2,500 square miles and includes Atlantic City Gas Inc., 8.2% (3HO proxy). Chrmn. B CEO: Edward Graham. Incorp.: 
revenue mix ' IO :  residential, 44%; commercial, 21%; cogeneration NJ. Address: 1 South Jersey Plaza, Foisom, NJ 08037. Telephone: 
and electric aeneration. 12%: industrial. 23%. Non-utilitv ooerations 609-561-9000. internet: www.siinduslries.com. 

Shares of South Jersey Industries 
have advanced nicely over the past 12 
months, as the company has reported fa- 
vorable bottom-line comparisons in recent 
quarters. Solid growth from the utility 
business and the retail energy unit more 
than offset weakness in the wholesale en- 
ergy segment. Looking forward, 
Healthy results will probabl contin- 
ue at the utility operations. Sbuth Jer- 
sey Gas should continue to  benefit from 
modest customer growth, despite softness 
in the housing construction market. Natu- 
ral gas remains the fuel of choice within 
the utility's service territory. Moreover, 
SJG continues to benefit from customer in- 
terest in converting from other fuel 
sources to natural gas. In addition, rate 
relief should serve to offset growth in oper- 
ating expenses. The utility recently filed a 
proposal with the New Jersey Board of 
Public Utilities for another capital invest- 
ment recovery tracker. Discussions with 
the regulatory board on this matter are 
ongoing. If granted, this would allow 
South Jersey Gas to recover costs associa- 
ted with capital improvements. 
We remain optimistic about the com- 

pany's retail energy operations, which 
should continue to benefit from demand 
for renewable projects. That said, the up- 
stream wholesale energy business may 
continue to experience thin storage mar- 
gins. Nevertheless, efforts by this unit to 
expand marketing activities in the Mar- 
cellus Shale should provide the company 
with competitively priced gas for its asset 
management business. Overall, we antici- 
pate a nice advance in revenues and share 
earnings for South Jersey Industries for 
full-year 20 11. Growth will probably con- 
tinue in 2012. 
These shares are ranked to track the 
broader market for the coming six to 
12 months. Looking farther out, we anti- 
cipate steady growth in revenues and 
share earnings for the company over the 
pull to 2014-2016. The stock earns favor- 
able marks for Price Stability and Earn- 
ings Predictability. However, this seems to 
be partly reflected in the current quota- 
tion, and total return potential for the 
coming years appears limited. Thus, inves- 
tors can probably find more-attractive 
choices elsewhere. 
Michael Napoli, CFA March 11, 2011 
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tal- 
endar 
2008 

QUARTERLY REVENUES ($ mill.) ~ ~ 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 
813.6 447.3 374.4 509.4 2144.7 

4) Based on avg. shares wtstand. thru. '96, 
ien diluted. Excl. nonrec. gains (losses): '97, 
6$: '02, (IO$); '05, (116); '06, 7$. Excl. loss 
om disc. o ~ s . :  '95, 75$. Totals may not sum 
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- 

- 

- 

- 

I 

2012 @VALUELlNEPUB.LLC 1'4-16 
40.65 Revenues per sh 54.01 

6.95 "Cash Flow" per sh 
2.45 Earnings per sh A 

7.90 
2.91 
1 . 1  
6.06 

27.10 BookValue persh 32.00 
48.00 Common Shs Outst'g 50.00 

BS am Avg Ann'l PIE Ratio 75.0 
'ne Relative PIE Ratio 7.00 

Avg Ann'l Div'd Yield 2.9% 

1950 Revenues ISmilll 2706 

7.70 Div'ds Decl'd persh B't 

5.00 Cap'l Spending per sh 

leS 

2005 I2006 12007 I2008 
4359 I 48.47 I 50.28 I 48.53 

2002 
39.68 
5.07 
1.16 
.82 

8.50 
17.91 
33.29 

19.9 
1.09 

3.6% 

1320.9 
38.6 

32.8% 
2.9% 

62.5% 
34.1% 
1748.3 
1979.5 

4.3% 
5.9% 
6.5% 
1.9% 
70% 

__ 

- 
- 

- 

- 

- 

- 

- 

- 

2004 
40.14 
5.57 
1.66 
.82 

8.23 
19.18 
36.79 

14.3 
.76 

3.5% 
1477.1 

58.9 
34.8% 
4.0% 

64.2% 
35.8% 
1968.6 
2336.0 

5.0% 
8.3% 
8.3% 
4.3% 
49% 

- 

- 

- 
- 

- 

- 

- 

- 

- 

2010 
40.14 
6.45 
2.27 
1.00 
4.72 

25.59 
45.60 

14.0 
.89 

3.2% 

1830.4 
104.0 

34.7% 
5.7% 

49.1% 
50.9% 
2292.0 
3072.4 

6.2% 
8.9% 
8.9% 
5.0% 
44% 

b i d  Pr 

- 

- 
- 

- 

- 

- 

- 

- 

- 

- 

40.30 
6.75 
2.30 
7.05 
4.85 

25.80 
46.50 

Bold I76 
Vah 
esiif 

- 

- 
- 

- 
7875 
110 

35.0% 
5.8% 

49.0% 
57.0% 

2350 
3750 
6.5% 
9.0% 
9.0% 
5.0% 
45% 

erit Bai 

- 

- 

- 

- 

- 

- 

4.45 
1.27 
.82 

7.41 
16.31 
30.99 
21.1 
1.20 

~ 

- 

4.57 
1.21 
.82 

7.04 
16.82 
31.71 
16.0 
1.04 

- 

- 
- 

6.79 8.19 
14.55 14.20 
24.47 26.73 

69.3 
NMF 4.34 

14.09 15.67 
27.39 30.41 
24.1 

1.22 
5.4% 1 4.7% I 4.4% I 3.8% I 3.1% I 4.2% 

ZAPITAL STRUCTURE as of 12/31/10 
3.2% 2.6% 2.6% 3.2% 

GiJZAAz 
rota1 Debt $1199.8 mill.Due in 5 Yrs $275.0 mill. 
-T Debt $1124.7 mill. 
:Total interest coverage: 3 . 0 ~ )  
.eases, Uncapitalized Annual rentals $5.0 mill. 
'ension Assets-12/10 $505.6 mill. 

Oblig. $708.9 mill. 
'fd Stock None 

LT Interest $80.0 mill. 
48.1 I 80.5 I 83.2 I 41iz 

29.7% 37.3% 36.5% 
720 Net Profit (Smilli 745 

35.0% Income Tax Rate 35.0% 

48.0% LongTerm Debt Ratio 46.5% 
52.0% Common Equity Ratio 53.5% 

2500 Total Capital ($mill) 3000 
3250 Net Plant ($mill) 3600 
6.5% Return on Total Cap'l 6.5% 
9.0% Return on Shr. Equity 9.0% 
9.0% Return on Com Equity 9.0% 
5.0% Retained to Com Eq 5.5% 
45% All Oiv'ds to Net Prof 43% 

6.0% Net Profit Margin 5.4% 2.8% I 4.0% I 5i:Mi I 2.8% 
63.8% 60.6% 55.3% 

:ommon Stock 45,784,435 shs 
IS of 2/15/11 

- 
:SS Southwest 

I , 
, 7/96. Has 4,802 employees. Off. 8 Dir. 

'0 of common stock; BlackRock Inc., 9.1%; GAMCO Inves- 
tors, Inc. 6.8%; T. Rowe Price Assodates, Inc., 6.0% (3HO Proxy). 
Chairman: James J. Kropid. CEO: Jeffrey W. Shaw. Inc.: CA. Ad. 
dress: 5241 Spring Mountain Road, Las Vegas, Nevada 89193. 
Telephone: 702-876-7237. Internet: www.swgas.com. 

structure and several programs promoting 
energy efficiency. The focus on higher 
rates and improved rate design in its serv- 
ice territories is important, as the compa- 
ny depends upon such approved revenue 
increases to help it cope with higher costs. 
Southwest has increased the dividend 
by 6%. Starting with the May ayout, the 
quarterly dividend is now f0.265 per 
share. The company cited improved per- 
formance and a stronger capital structure 
as reasons for the hike. Moderate dividend 
r w t h  should continue going forward. 

he stock is not without risk. The com- 
pany should incur greater operating ex- 
penses as it continues to expand in the 
coming years. Utility performance could be 
hurt by unfavorable temperature varia- 
tions or insufficient rate relief. 
We anticipate higher revenues and 
share earnings for the company in the 
coming years. But total return potential 
is unimpressive from the present quota- 
tion. Moreover, Southwest's dividend yield 
is below average for its industry group. 
Thus, investors can probably find more- 
attractive opportunities elsewhere. 
Michael Napoli, CFA March 11, 201. 

;as Corporation is a regulated gas dis- therms 
own 2. tributor serving approximately 1.8 million customers in sections of 

Arizona, Nevada, and California. Comprised of two business seg- 
ments: natural gas operations and construction seriices. 2010 mar- 
gin mix: residential and small commercial, 86%; large commercial 
and industrial, 4%: transportation, 10%. Total throughput: 2.2 billion 

Shares of Southwest Gas have ad- 
vanced nicely over the past 12 
months, as the company reported a strong 
bottom-line improvement for 2010. 
Healthy performance will likely continue, 
though comparisons should prove some- 
what less impressive, given the strong re- 
sults earned in the first and fourth 
quarters of 2010. The utility segment 
should further benefit from higher rates, 
though temperature fluctuations will also 
affect performance, one way or another. 
Further success at procuring infrastruc- 
ture maintenance and replacement work 
may boost results at the company's con- 
struction services subsidiary. Moreover, ef- 
forts to improve efficiency ought to keep 
operating costs in check. Overall, we anti- 
cipate a modest advance in revenues and 
share earnings for Southwest in full-year 
2011. Decent customer growth and a more 
favorable operating climate may well drive 
earnings higher in 2012. 
Rate relief should continue to help 
margins. The company has filed a general 
rate case in Arizona, requesting an in- 
crease in revenues of $73 million. South- 
west is also seeking a decoupled rate 

1893.8 
1830.4 

1950 
7875 

Full 
Year 
1.39 
1 .94 
2.27 
2.30 
2.4: 

Full 

- 

- 2012 I f.45 Nil d.10 1.10 
Gal. I QUARTERLY DIVIDENDS PAID B. 

Jun.30 
,215 
.225 
,238 
,250 
,265 

Sep.JO 
,215 
,225 
.238 
,250 

,238 

) rounding. Next egs. report due late 
!ady May. (6) Dividends historically paid 
March. June. Seotember. December. 

avail. (C) In millions. Company's Financial Strength B 
Stock's Price Stability 100 
Price Growth Persistence 65 

I'd reinvestment and stock purchase plan I Earnings Predictability 70 
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Endr 
2008 
2009 
2010 
2011 
2012 
Fiscal 
:,$; 
2008 
2009 
2010 
2011 
2012 

Gal- 
endar 
2007 
2008 
2009 
2010 
2011 

QUARTERLY REVENUES ($ mill.)A Full 
Dec.31 Mar.31 Jun.30 Sep.30 %$ 

751.6 1020.0 464.7 391.9 2628.: 
826.2 1040.9 427.0 412.8 2706.! 
727.4 1056.6 459.7 465.2 2708.! 
795.9 1079.1 485 490 2850 
815 1100 500 510 2925 

EARNINGS PER SHARE A B  Full 
Dec.31 Mar.31 Jun.30 Sep.30 %$ 

.96 1.66 .06 d.24 2.44 
1.03 1.65 .ll d.25 2.5: 
1.01 1.64 d.07 d.29 2.2; 
1.02 1.55 d.fO d.37 2.11 
1.08 1.61 d.04 d.30 2.3! 

QUARTERLY DMDENDS PAIDC. FUII 

Mar.31 Jun.30 Sep.30 Dec.34 Year 
.34 .34 3 4  .34 1.36 
.34 .36 .36 ,36 1.42 
.36 .37 .37 3 7  1.47 
3 7  ,378 ,378 ,378 1.50 
,378 

Qtly egs. may not sum to to$ due to 
le in shares outstanding. Next earnings 
due late April. (C) Dividends historically 

. .  . . .  , lady Februaly. May, August, and Novem- 

ber. I Dividend reinvestment plan available. 
(D) Includes deferred charges and intangibles. 
' IO:  $580.4 million, $11.48/sh. 
(E) In millions, adjusted for stock split. 

WG L HOLDINGS NYSE-WGL 
28.8 

- 
28.8 
23.2 

- 
31.4 
26.7 

29.5 
19.: 

Target  P r i c e  Range I ; 1.; x Dividends sh 
divided b lnteres! Rate L0wered3/4111 . . . . Relative &rice Svength 

BETA .65 (1.00 = Market) 0 ions Yes 

2014-16 PROJECTjKJ/fTohl '"I 1 15 

7.5 

4-1 6 
59.70 
4.60 
2.70 
f.68 
2.40 

27.30 
52.00 
15.0 
1.00 

4.2% 
3105 

140 
39.0% 

4.5% 
32.5% 
66.0% 

2150 
2775 
7.5% 

fO.O% 
10.0% 
3.5% 
63% 

I .  Gas 

- 

__ 
- 

- 

~ 

~ 

~ 

- 

~ 

- 

le rece ____ 

2001 
29 8C 
3 24 
188 
126 
2 68 

1624 
48 54 

14 7 
75 

4 6% 
1446 5 

89.9 
39 6% 
6 2% 

41 7% 
56 3% 
1400 8 

7 9% 
11 0% 
11 2% 
3 8% 
67% 

BUSll 

- 

~ 

~ 

- 

~ 

15197 

~ 

- 

Price Gain Return 
High 45 (+20% 9% 

Ins ider  Decislons 
tow 35 (-5%] 3% 

%TOT. RETURN 2/11 

A M  J J A S O N D  
IQBUV 0 0 0 0 0 0 0 1  1 

ilS THIS YLARITI 
STOCK INDEX 

1 yr. 20.6 31.2 
3 yr. 39.1 45.8 
< w  5 3 5  dR1 

~ ,i 7863 z! 76 1 sharesi I; : 3 76 traded 
HId'sOW 27544 31974 32221 
1995 1996 1997 1998 1999 2000 

19.30 22.19 24.16 23.74 20.92 22.15 
2.51 2.93 3.02 2.79 2.74 3 2  

m 
2002 

32.63 
2.63 
1.14 
1.27 
3.34 

15.78 
48.56 
23.1 
1.26 

4.8% 

1584.8 
55.7 

34.0% 
3.5% 

45.7% 
52.4% 
1462.5 
1606.8 

5.3% 
7.0% 
7.2% 
NMF 

112% 

ss: v\i 

- 

- 

~ 

~ 

- 

~ 

- 

~ 

~ 

- 

h 
2004 

42.93 
3.87 
1.98 
1.30 
2.33 

16.95 
48.67 

14.2 
.75 

4.6% 

2089.6 
98.0 

38.2% 
4.7% 

40.9% 
57.2% 
1443.6 
1915.6 

8.2% 
11.5% 
11.7% 
4.1% 
65% 

is, Inc. 

- 

- 

~ 

~ 

- 

- 

- 

- 

- 

- 

I 
2011 12012 I @VALUELlNEPUB.LL( 2003 

42.45 
4.00 
2.30 
1.28 
2.65 

16.25 
48.63 

11.1 
.63 

5.0% 

2064.2 
112.3 
38.0% 
5.4% 

43.0% 
54.3% 
1454.9 
1874.9 

9.1% 
13.7% 
14.0% 
6.2% 
56% 

L Holdi 

- 

~ 

~ 

- 

~ 

- 

~ 

~ 

- 

55.90 I 57.35 1 Revenues per sh A 

3.95 I 4.30 /"Cash Flow" Der sh 
2.13 I 1.94 1 2.09 I 2.44 2.fO 2.35 Earnings per sh 

f.53 1.57 Div'ds Decl'd per sh C~ 

2.45 2 4 5  Cad1 SDendina Per sh 
1.35 1 1.32 1 1.37 1 1.41 

2.32 3.27 3.33 2.70 
17.80 1 18.86 I 19.83 I 20.99 23.55 

51.00 
24.20 Book Value per sh 
51.00 Common Shs Outst'g E 

Bold flgms are Avg Ann'l PIE Ratio 

Avg Ann'l Div'd meld estinates 
value Line Relative PIE Ratio 

2850 2925 Revenues 
f10 120 Net Profit (Emill) 

39.0% 39.0% Income Tax Rate 
4.3% 4.3% Net Profit Margin 

34.5% 34.0% Long-Term Debt Ratio 
64.0% 64.5% Common Equity Ratio 

1875 19f5 Total Capital ($mill) 
2425 25fO Net Plant ($mill) 
7.0% 
9.0% 
9.0% 
2.5% 3.0% Retained to Com Eq 
73% 67% All Div'ds to Net Prof 

7.5% Return on Total Cap'l 
9.5% Return on Shr. Equity 
9.5% Return on Com Equity 

.78 I .84 I .83 I .82 
6.1% 1 5.4% I 5.0% I 4.5% I 4.8% I 4.8% 

CAPITAL STRUCTURE as of 12/31/10 
rota1 Debt $788.2 mill. Due in 5 Yrs $194.2 mill. 
.T Debt $637.9 mill. LT Interest $39.4 mill. 
:LT interest earned: 6.2~; total interest mverage: 
i 74 
;enion AssetsU10 $1,215.8 mill. 

>referred Stock $28.2 mill. Pfd. Dlv'd $1.3 mill. 
Oblig. $678.1 mill. 

:ommon Stock 51,127,081 shs. 
IS of  1/31/11 

I I 

vides energy related products in the D.C. metro area; W i the parent of Washington Gas 
Light, a naturz gas dii butor In Washington, D.C. and-adjacent 
areas of VA and MD to resident'l and mmm'l users (1,073,722 
meters). Hampshire Gas, a federally regulated sub., operates an 
underground gas-storage facility in WV. Non-regulated subs.: 
Wash. Gas Energy Svcs. sells and delivers natural gas and pro- 

WGL Holdings is off to a decent start 
this year. Its top line benefited from high- 
er volumes at the Utility and Non-Utility 
operating segments, reflecting growth in 
active customer accounts. Indeed, reve- 
nues advanced about 9.5% over this time 
frame. Meanwhile, after excluding mark- 
to-market gains on energy-related deriva- 
tives, it  is apparent that margins were 
squeezed a bit during the December inter- 
im. This margin compression offset top- 
line gains and equated to only a 1% hike 
in the bottom line, to $1.02 a share. 
We look for a 7.5% earnings decline 
this year. The downturn will likely stem 
from lower realized margins on gas sales. 
Meanwhile, costs have been creeping high- 
er and impacting profits in Virginia. The 
company does have a proposed rate case in 
the works for that  region. But even if this 
goes through as planned, the higher rates 
will not kick in until October of this year. 
The benefits of this rate case will no doubt 
be a nice contributor to next year's bottom 
line. And when this is combined with pros- 
pective gains in natural gas demand, and 
an overall firming up in the economy, we 
have introduced our 2012 earnings es- 

Energy SgI designslinstalls comm'l heating, ventilating, and air 
and.  systems. Black Rock Inc. owns 9.2% of mrnmon stock, 
Gif./dir. less than 1% ( V I 1  proxy). Chrmn. 8 CEO: Terry D. McCal- 
lister. Inc.: D.C. and VA. Addr.: 101 Const. Ave., N.W., Washington, 
D.C. 20080. Tel.: 202-624-6410. Internet: www.woIholdinas.com. 

timate at $2.35 a share. 
Some alternative energy investments 
should contribute nicely down the 
road. WGL has two solar projects planned 
for this year. The first is located a t  the 
University of Maryland and will produce 
792 megawatt hours of electricity annual- 
ly. I t  should be operational during the 
March period. The second and larger site 
will be located at two Perdue facilities, 
generating about 3,700 megawatt hours of 
electricity each year. This project is slated 
for completion in September. These ven- 
tures will be owned and operated by 
Washington Gas Energy Services, and the 
energy produced will be sold to the on-site 
customers under long-term contracts. 
These neutrally ranked shares have 
appeal as an income vehicle. And, with 
the recent market appearing to be a bit 
overbought, these high-quality shares pro- 
vide a safe haven in the event of a correc- 
tion. This is evident in the stocks high 
Safety rank (l), top mark for Price 
Stability (loo), and conservative Beta 
(.65). However, capital appreciation poten- 
tial for the pull to 2014-2016 is subpar. 
Bryan J. F0n.g March 11, 2011 
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Zacks.com Quotes and Research 

I AMERICAN STS WTR CO (NYSE) 

/ AWR 33.69 * 0.04 10.12%1 Vol, 25229 

American States is a public utility company engaged principally in thepurchase, production, distribution and sale of 
water. The company alsodistributes electricity in some communities. In the customer service areas for both water 
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission. 

General Information 
AMER STATES WTR 

- _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-WATER 
SPLY 

Sector: utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 08/04/2011 

Price and Volume lnfo~ma~ion 

0 tRYR3 30-Day Clorms Prices 
Zacks Rank 
Yesterday's Close 33.65 
52 Week High 39.44 
52 Week Low 31.24 
Beta 0.38 
20 Day Moving Average 73,821.45 
Target Price Consensus 42.5 

YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
-4.70 4 Week -5.56 
1.29 12 Week 0.46 

-2.38 YTD -8.39 

Dividend Information 

Annual Dividend $1.04 
627.71 Payout Ratio 0.57 

02/10/2011 / $0.26 

8.65 Dividend Yield 3.09% 

5.73 Change in Payout Ratio -0.05 
06/10/2002 Last Dividend Payout / Amount 

EPS Information Consensus R~comm~nda~ions 
Current Quarter EPS Consensus Estimate 0.59 Current (I=Strong Buy. 5=Strong Sell) 2.43 
Current Year EPS Consensus Estimate 2.12 30 Days Ago 2.43 
Estimated Long-Term EPS Growth Rate 11 .OO 60 Days Ago 2.71 
Next EPS Report Date 08/04/2011 90 Days Ago 2.71 

Fundamental Ratios 
PIE EPS Growth Sales Growth 
Current FY Estimate: 15.87 vs. Previous Year -17.78% vs. Previous Year 4.46% 
Trailing 12 Months: 18.29 vs. Previous Quarter 0.00% vs. Previous Quarter: -9.06% 
PEG Ratio 1.44 

Price Ratios ROE ROA 
PricelBook 1.66 03/31/11 9.27 03/31/11 2.93 

http:l/www .zacks.comJresearcWprint.php?type=report&t=AWR 5191201 1 

http://Zacks.com
http://Zacks.com
http:l/www


I Zacks .corn 

Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
1 2/3 1 /I 0 
09/30/10 

Net Margin 
03/3 1 /I I 
1 2/31 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
12/31 /I 0 
09/30/10 

8.25 12/31/10 
1.55 09/30/10 

Quick Ratio 
- 03/31/11 

1.15 12/31/10 
1.04 09/30/10 

Pre-Tax Margin 
- 03/31/11 

13.57 12/31/10 
12.27 09/30/10 

Debt-to-Equity 
- 03/31/11 

45.95 12/31/10 
48.52 09/30/10 

9.74 12/31/10 
8.89 09/30/10 

Operating Margin 
- 03/31/11 

1.13 12/31/10 
1.03 09/30/10 

Book Value 
- 03/31/11 

13.57 12/31/10 
12.27 09/30/10 

Debt to Capital 
- 03/31/11 

0.79 12/31/10 
0.81 09/30/10 

http://www.zacks.com/research/print.php?type=report&t=AWR 

Page 2 of 2 

3.09 
2.83 

8.55 
9.01 
8.49 

20.28 
20.01 

44.26 
44.63 

5/9/20 1 1 

http://www.zacks.com/research/print.php?type=report&t=AWR
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~~~~~~$ 
Zacks.com Quotes and Research 

CALIFORNIA WTR SVC GROUP (NYSE) 
1 CWT 36.63 ~0.14 (o .~aa/~~ Vol. 47.605 13:24 ET I 
California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the 
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation 
uses, and for fire protection. It also provides water related services under agreements with municipalities and other 
private companies. The nonregulated services include full water system operation, and billing and meter reading 
services. 

Generai Information 
CALIF WATER SVC 

- - _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry 

Sector: 

UTIL-WATER 
SPLY 
Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 07/27/2011 

Price and Volume Information 

Zacks Rank d k  
Yesterday's Close 36.49 
52 Week High 39.53 
52 Week Low 33.81 
Beta 0.30 
20 Day Moving Average 89,605.90 
Target Price Consensus 41 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
-2.17 4 Week -3.05 
1.25 12 Week 0.41 

-2.09 YTD -8.1 2 

Dividend Information 

Annual Dividend $1.23 
760.20 Payout Ratio 0.70 

-0.02 
05/05/2011 / $0.31 

20.83 Dividend Yield 3.37% 

7.64 Change in Payout Ratio 

01/26/1998 Last Dividend Payout / Amount 

EPS lnformat~on 
Current Quarter EPS Consensus Estimate 0.48 Current (l=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 2.13 30 Days Ago 2.25 
Estimated Long-Term EPS Growth Rate - 60 DaysAgo 2.25 
Next EPS Report Date 07/27/2011 90 Days Ago 2.25 

Fundamental Ratios 
PIE EPS Growth Sales Growth 
Current FY Estimate: 17.1 4 vs. Previous Year -50.00% vs. Previous Year 8.73% 
Trailing 12 Months: 20.73 vs. Previous Quarter -78.26% vs. Previous Quarter: -6.93% 
PEG Ratio 

http://www .zacks.com/researcWprint.php?type=report&t=CWT 5/9/20 1 1 
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Price Ratios 
Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31 /I 0 
09/30/10 

Net Margin 
03/31/11 
12/31/10 
09/30/10 

Inventory Turnover 
03/31/11 
1 2/3 1 /I 0 
09/30/10 

ROE 
1.75 03/31/11 
9.06 12/31/10 
1.62 09/30/10 

Quick Ratio 
- 03/31/11 

1.18 12/31/10 
0.59 09/30/10 

Pre-Tax Margin 
- 03/31/11 

13.51 12/31/10 
13.36 09/30/10 

Debt-to-Equity 
- 03/31/11 

31.32 12/31/10 
32.92 09/30/10 

ROA 
8.53 03/31/11 
8.81 12/31/10 
9.26 09/30/10 

Operating Margin 
- 03/31/11 

1.12 12/31/10 
0.55 09/30/10 

Book Value 
- 03/31/11 

13.51 12/31/10 
13.36 09/30/10 

Debt to Capital 
- 03/31/11 

1.10 12/31/10 
0.87 09/30/10 

2.24 
2.32 
2.48 

7.85 
8.18 
8.50 

20.91 
20.98 

52.39 
46.56 
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I SJW 23.10 *sr 0.01 ~ 0 . 0 ~ % ~  Val. 3 3 ~ 6 ~ ~  15:02 ET 

SJW CORP. is a holding company which operates through its wholly-ownedsubsidiaries, San Jose Water Co., SJW 
Land Co., and Western Precision, Inc.San Jose Water Co., is a public utility in the business of providing 
waterservice to a population of approximately 928,000 people. Their servicearea encompasses about 134 sq. miles 
in the metropolitan San Juan area.SJW Land Co. operates parking facilities located adjacent to the 
theirheadquarters and the San Jose area. 

General lnformation 
SJW CORP 
1 10 W. TAYLOR STREET 
SAN JOSE, CA 951 10 
Phone: - 
Fax: - 
Web: http://www.sjwater.com 
Email: None 

Industry UTI L- WATE R 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 07/27/2011 

Price and Volume information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

23.8 

23.6 

23.4 

23.2 

22.25 23.0 

0.67 22.8 

34,745.1 5 22.6 

22.4 

K J U I  30-Day Closins Prices 

23 
28.19 

27 
04-04-ii 05-03-11 

% Price Change Relative to S&P 500 
-0.90 4 Week -2.65 
-4.55 12 Week -6.80 

-12.77 YTD -1 9.02 

Dividend information 

Annual Dividend $0.69 
428.94 Payout Ratio 0.85 

02/03/2011 / $0.17 

8.58 Dividend Yield 2.99% 

.1 Change in Payout Ratio 0.19 

03/17/2006 Last Dividend Payout / Amount 

EPS Information Consensus ~ e ~ o ~ m e n d a i i o ~ ~  
Current Quarter EPS Consensus Estimate 0.25 Current (l=Strong Buy, 5=Strong Sell) 2.33 
Current Year EPS Consensus Estimate 0.99 30 Days Ago 2.33 
Estimated Long-Term EPS Growth Rate - 60 DaysAgo 2.33 
Next EPS Report Date 07/27/2011 90 Days Ago 3.00 

F u n d ~ ~ e ~ t ~ l  RatPos 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 28.51 vs. Previous Quarter -70.00°/~ vs. Previous Quarter: -13.90% 
PEG Ratio 

Current FY Estimate: 23.32 vs. Previous Year -40.00% vs. Previous Year 8.1 3% 
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Price Ratios 
PricelBook 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
1 2/31 /I 0 
09/30/10 

Net Margin 
03/31/1 I 
12/31/10 
09/30/10 

Inventory Turnover 
03/31/11 
1 2/3 1 /I 0 
09/30/10 

ROE 
I .68 03/31/11 
9.75 12/31/10 
1.96 09/30/10 

Quick Ratio 
- 03/31/11 

1.30 12/31/10 
0.80 09/30/10 

Pre-Tax Margin 
- 03/31/11 

15.48 12/31/10 
13.89 09/30/10 

Debt-to-Equity 
- 03/31/11 

90.65 12/31/10 
90.01 09/30/10 

ROA 
5.97 03/31/11 
6.14 12/31/10 
6.42 09/30/10 

Operating Margin 
- 03/31/11 

1.27 12/31/10 
0.78 09/30/10 

Book Value 
- 03/31/11 

15.48 12/31/10 
13.89 09/30/10 

Debt to Capital 
- 03/31/11 

1.16 12/31/10 
1 . 1 5 09/30/10 

http://www.zacks.com/research/print.php?type=report&t=SJW 

1.61 
1.67 
1.77 

6.95 
7.23 
7.62 

13.76 
13.92 

53.69 
53.43 
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AQUA AMERICA INC (NYSE) 

WTR 22.83 A 0.27 (1.20%) Val. 200,155 
Aqua America is the largest publicly-traded U.S.-based water utility serving residents in Pennsylvania, Ohio, Illinois, 
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and 
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its 
history, which spans more than 100 years. 

General Information 
AQUA AMER INC 
- - _  
Phone: - 
Fax: - 
Web: - 
Email: None 

UTIL-WATER 
SPLY Industry 

Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 08/09/2011 

Price and Volume informatlon 

Zacks Rank 
Yesterday's Close 22.56 
52 Week High 23.79 
52 Week Low 16.52 
Beta 0.22 
20 Day Moving Average 543,550.38 
Target Price Consensus 23.8 

23.0 

22.8 

22.6 

22.4 

22.2 

22.0 

21.8 

21.6 

04-11-11 05-06-11 

YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

0.36 

0.36 
-3.71 

137.97 

3,112.56 

10.56 
12/02/2005 

EPS Information 
Current Quarter EPS Consensus Estimate 0.24 
Current Year EPS Consensus Estimate 0.97 
Estimated Long-Term EPS Growth Rate 6.50 
Next EPS Report Date 08/09/2011 

~ ~ n ~ ~ ~ ~ n ~ ~ l  Ratios 
PIE EPS Growth 

Current FY Estimate: 23.19 vs. Previous Year 

O h  Price Change Relative to S&P 500 

4 Week -0.54 
12 Week -4.51 
YTD -5.83 

Dividend Information 

Annual Dividend $0.62 
Payout Ratio 0.66 

Last Dividend Payout / Amount 02/15/2011 / $0.16 

Dividend Yield 2.75% 

Change in Payout Ratio -0.03 

Consensus R ~ c ~ ~ ~ ~ n  
Current (l=Strong Buy, 5=Strong Sell) 2.27 
30 Days Ago 2.27 
60 Days Ago 2.27 
90 Days Ago 2.27 

Sales Growth 
18.75% vs. Previous Year 6.73% 

Trailing 12 Months: 24.00 vs. Previous Quarter -9.52% vs. Previous Quarter: -4.46% 
PEG Ratio 3.57 

Price Ratios ROE ROA 
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PricelBook 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31/11 
12/31/10 
09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

2.64 03/31/11 
12.66 12/31/10 
4.22 09/30/10 

Quick Ratio 
- 03/31/11 

0.65 12/31/10 
0.72 09/30/10 

Pre-Tax Margin 
- 03/31/11 

28.10 12/31/10 
28.01 09/30/10 

Debt-to-Equity 
- 03/31/11 

28.68 12/31/10 
28.01 09/30/10 

11.19 03/31/11 
10.88 12/31/10 
10.84 09/30/10 

Operating Margin 
- 03/31/11 

0.61 12/31/10 
0.67 09/30/10 

Book Value 
- 03/31/11 

28.10 12/31/10 
28.01 09/30/10 

Debt to Capital 
- 03/31/11 

1.30 12/31/10 
1.27 09/30/10 

http://www.zacks.com/research/print.php?type=report&t=WTR 

3.25 
3.1 7 
3.18 

17.44 
17.08 
17.04 

8.54 
8.30 

56.60 
56.00 

5/9/2011 
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AGL RESOURCES INC (NYSE) 

1 AGL 41.20 0.01 (0.02%\ Vol. 220.610 
AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and 
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's 
major service area is the ten county metropolitan Atlanta area. 

Generaf i n f o ~ ~ a t i o n  
AGL RESOURCES 
TEN PEACHTREE PLACE 
ATLANTA, GA 30309 
Phone: - 
Fax: 404-584-3945 
Web: http://www.agIresources.com 
Email: scave@aglresources com 

Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 07/28/2011 

Price and Volume ~ n f ~ r m ~ t i o n  

Zacks Rank 
Yesterday's Close 41.19 
52 Week High 41.96 
52 Week Low 34.21 
Beta 0.45 
20 Day Moving Average 338,833.19 
Target Price Consensus 42 

Industry UTIL-GAS DISTR 

42.0 

41.5 

41.0 

40.5 

40 .0  

39.5 

39.0 

04- 04- 11 05-03-11 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
2.18 4 Week 0.38 
9.29 12 Week 6.70 

14.90 YTD 6.79 

Dividend Information 

Annual Dividend $1.80 

0.00 
02/16/2011 / $0.45 

77,98 Dividend Yield 4.37% 

3,212.08 Payout Ratio 0.00 
11 3 8  Change in Payout Ratio 

2/04/1995 Last Dividend Payout I Amount 

EPS ~ n ~ o r ~ ~ t ~ o n  C ~ n ~ ~ ~ s u ~  ~ ~ c o ~ ~ ~ n d a ~ i o n s  
Current Quarter EPS Consensus Estimate 0.27 Current (1 =Strong Buy, 5=Strong Sell) 2.1 3 
Current Year EPS Consensus Estimate 3.15 30 Days Ago 2.1 3 
Estimated Long-Term EPS Growth Rate 4.00 60 Days Ago 2.1 3 
Next EPS Report Date 07/28/2011 90 Days Ago 2.1 3 

PIE EPS Growth Sales Growth 
Current FY Estimate: 13.1 0 vs. Previous Year -5.78% vs. Previous Year -12.46% 
Trailing 12 Months: 13.96 vs. Previous Quarter 89.53% vs. Previous Quarter: 32.03% 
PEG Ratio 3.27 

Price Ratios ROE 
Price/Book 1.75 03/31/11 
Price/Cash Flow 12/31/10 

ROA 
- 03/31/11 

1 2/31 /I 0 
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Price / Sales 

Current Ratio 
03/31/11 
1 2/3 1 /I 0 

09/30/10 

Net Margin 
03/31/11 
1 2/3 1 /I 0 

09/30/10 

Inventory Turnover 
03/31/1 I 
12/31/10 
09/30/10 

8.08 
1.43 09/30/10 

Quick Ratio 
- 03/31/11 

0.89 12/31/10 
0.79 09/30/10 

Pre-Tax Margin 
- 03/31/11 

16.43 12/31/10 
17.35 09/30/10 

Debt-to-Equity 
- 03/31/11 

2.98 12/31/10 
2.87 09/30/10 

12.98 
13.19 

0.63 
0.47 

16.43 
17.35 

0.91 
0.83 

09/30/10 

Operating Margin 
03/31/11 
1 213 1 /I 0 

09/30/10 

Book Value 
03/31/11 
12/31/10 
09/30/10 

Debt to Capital 
03/31/11 
1 213 1 /I 0 
09/30/10 

http://www .zacks.com/research/print.php?type=report&t=AGL 

3.40 
3.50 

10.02 
10.27 

23.52 
23.28 

47.68 
45.49 
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ATMOS ENERGY CORP (NYSE) 

1 AT0 34.61 a0.41 (1.209’0) VOl. 120,903 14:02 ET 

Atmos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and 
other customers. Atmos operates through five divisions in cities, towns and communities in service areas located in 
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and 
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina. 
The Company also transports natural gas for others through its distribution system. 

General Information 
ATMOS ENERGY CP 
- - _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry 
Sector: 

UTIL-GAS DISTR 
Utilities 

Fiscal Year End September 
Last Reported Quarter 03/31/11 
Next EPS Date 08/10/2011 

Price and Volume ln~o~mat~on 

Zacks Rank 
Yesterday’s Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

34.20 
35.25 
25.86 

0.52 
224,307.25 

33.7 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
1.18 4Week 0.28 
2.09 12Week 1.25 
9.62 YTD 2.86 

Dividend Information 

Annual Dividend $1.36 
3,100.20 Payout Ratio 0.61 

-0.02 
02/23/2011 / $0.34 

Dividend Yield 3.98% 

9.60 Change in Payout Ratio 

05/17/1 994 Last Dividend Payout / Amount 

EPS Information Consensus Recommenda~~on~ 
Current Quarter EPS Consensus Estimate 0.09 Current (l=Strong Buy, 5=Strong Sell) 2.89 
Current Year EPS Consensus Estimate 2.30 30 Days Ago 2.89 
Estimated Long-Term EPS Growth Rate 4.50 60 Days Ago 2.89 
Next EPS Report Date 08/10/2011 90 Days Ago 2.89 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 14.85 vs. Previous Year -8.28% vs. Previous Year - 1 6.65% 
Trailing 12 Months: 15.34 vs. Previous Quarter 64.20% vs. Previous Quarter: 39.78% 
PEG Ratio 3.30 

Price Ratios ROE ROA 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
1 2/31 /I 0 
09/30/10 

Net Margin 
03/31 /I 1 
1 2/31 /I 0 

09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

1.31 03/31/11 
7.25 12/31/10 
0.72 09/30/10 

Quick Ratio 
0.91 03/31/11 
0.86 12/31/10 
0.75 09/30/10 

Pre-Tax Margin 
7.50 03/31/11 
6.52 12/31/10 
6.99 09/30/10 

Debt-to-Equity 
12.01 03/31/11 
13.40 12/31/10 
13.07 09/30/10 

8.87 03/31/11 
9.52 12/31/10 
9.23 09/30/10 

Operating Margin 
0.70 03/31/11 
0.63 12/31/10 
0.48 09/30/10 

Book Value 
7.50 03/31/11 
6.52 12/31/10 
6.99 09/30/10 

Debt to Capital 
0.76 03/31/11 
0.79 12/31/10 
0.83 09/30/10 

2.94 
3.17 
3.1 1 

4.68 
4.66 
4.38 

26.1 9 
25.16 
24.16 

43.22 
44.27 
45.38 
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LACLEDE GROUP INC (NYSE) 

I FG 38.42 v -0.23 (-0.60%) Vol. 71.445 
The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The 
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis, 
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St. 
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri. 

General ~nforma~~on 
LACLEDE GRP INC 
720 OLIVE ST 
ST LOUIS, MO 63101 
Phone: - 
Fax: 314-421-1979 
Web: http://www.thelacledegroup.corn 
Email: investorservices@lacledegas.com 

Sector: Utilities 

Fiscal Year End September 
Last Reported Quarter 03/31/11 
Next EPS Date 07/22/2011 

Price and Volume information 

Industry UTIL-GAS DlSTR 

Zacks Rank #id 
Yesterday's Close 38.65 
52 Week High 39.99 
52 Week Low 31.65 
Beta 0.08 
20 Day Moving Average 65,142.10 
Target Price Consensus N/A 

% Price Change 
4 Week 0.29 
12 Week -0.82 
YTD 5.77 

Share Information 

22.39 Shares Outstanding 
(millions) 

865.1 8 Market Capitalization 
(millions) 
Short Ratio 10.21 
Last Split Date 03/08/1994 

EPS Information 
Current Quarter EPS Consensus Estimate 0.22 
Current Year EPS Consensus Estimate 2.45 
Estimated Long-Term EPS Growth Rate 3.00 
Next EPS Report Date 07/22/2011 

~undamentai Ratios 
PIE EPS Growth 

Current FY Estimate: 15.80 vs. Previous Year 

39.0 

38.5 

38.0 

37.5 

37.0 

% Price Change Relative to S&P 500 
4 Week -1.49 
12 Week -3.1 6 
YTD -3.15 

Dividend Information 

Annual Dividend $1.62 
Payout Ratio 0.67 
Change in Payout Ratio 0.05 
Last Dividend Payout / Amount 03/09/2011 / $0.41 

Dividend Yield 4.19% 

Consensus ~ecomm@n~a~ions 
Current (l=Strong Buy, 5=Strong Sell) 3.00 
30 Days Ago 3.00 
60 Days Ago 3.00 
90 Days Ago 3.00 

Sales Growth 
0.00% vs. Previous Year -14.41% 

Trailing 12 Months: 15.97 vs. Previous Quarter 17.14% vs. Previous Quarter: 22.42% 
PEG Ratio 5.27 

Price Ratios ROE ROA 
Price/Book 1.52 03/31/11 9.92 03/31/11 2.96 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31/11 
12/31/10 
09/30/10 

inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

9.17 12/31/10 
0.54 09/30/10 

Quick Ratio 
- 03/31/11 

1.39 12/31/10 
1.24 09/30/10 

Pre-Tax Margin 
- 03/31/11 

4.83 12/31/10 
4.68 09/30/10 

Debt-to-Equity 
- 03/31/11 

13.41 12/31/10 
14.62 09/30/10 

9.84 12/31/10 
9.83 09/30/10 

Operating Margin 
- 03/31/11 

0.97 12/31/10 
0.84 0913011 0 

Book Value 
- 03/31/11 

4.83 12/31/10 
4.68 09/30/10 

Debt to Capital 
- 03/31/11 

0.66 12/31/10 
0.68 09/30/10 

http://www .zacks.com/research/print.php?type=report&t=LG 

2.95 
2.91 

3.38 
3.18 
3.07 

24.51 
24.02 

39.91 
40.48 
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NEW JERSEY RES (NYSE) 

/ NJR 44.50 A 0.66 (1 .51 %t Vol. 106.324 14:03 ET I 
NJ RESOURCES is an exempt energy svcs holding company providing retail & wholesale natural gas & related 
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a 
natural gas distribution company that provides regulated energy & appliance services to residential, commercial & 
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3) 
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated 
operating subsidiaries. 

General Information 
NJ RESOURCES 

- _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End September 
Last Reported Quarter 03/31/11 
Next EPS Date 08/10/2011 

Price and Volume l n ~ ~ r m ~ ~ i o ~  

Zacks Rank & 
Yesterday's Close 43.84 
52 Week High 45.59 
52 Week Low 34.07 
Beta 0.20 
20 Day Moving Average 151,621.20 
Target Price Consensus 46 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

44.5 Clos1n 
'- """" 

44.0 

43.5 

43.0 

42.5 

42.0 

q1.5 

04-11-11 05-06-11 

% Price Change Relative to S&P 500 
2.45 4Week 1.53 
7.14 12Week 6.25 
1.69 YTD -4.57 

Dividend Information 
41 .42 Dividend Yield 3.28% 

Annual Dividend $1.44 
1,815.72 Payout Ratio 0.56 

03/11/2011 / $0.36 
14.01 Change in Payout Ratio 0.02 

03/04/2008 Last Dividend Payout / Amount 

Current Quarter EPS Consensus Estimate 0.21 Current (l=Strong Buy, 5=Strong Sell) 2.50 
Current Year EPS Consensus Estimate 2.58 30 Days Ago 2.50 
Estimated Long-Term EPS Growth Rate 4.00 60 Days Ago 2.50 
Next EPS Report Date 08/10/2011 90 Days Ago 2.50 

~ u n d a ~ @ n ~ ~ l  Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 17.1 3 vs. Previous Quarter 130.00% vs. Previous Quarter: 37.00% 
PEG Ratio 4.24 

Current FY Estimate: 16.97 vs. Previous Year 4.55% vs. Previous Year 6.39% 
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Price Ratios 
Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
1 2/31 /I 0 
09/30/10 

Net Margin 
03/31/11 
12/31/10 
09/30/10 

Inventory Turnover 
03/31/1 I 
12/31/10 
09/30/10 

ROE 
2.45 03/31/11 
13.39 12/31/10 
0.65 09/30/10 

Quick Ratio 
- 03/31/11 

1.09 12/31/10 
1.1 1 09/30/10 

Pre-Tax Margin 
3.49 03/31/11 
4.61 12/31/10 
6.52 09/30/10 

Debt-to-Equity 
7.51 03/31/11 
8.34 12/31/10 
8.34 09/30/10 

ROA 
14.49 03/31/11 
13.92 12/31/10 
13.91 09/30/10 

Operating Margin 
- 03/31/11' 

0.65 12/31/10 
0.63 09/30/10 

Book Value 
3.49 03/31/11 
4.61 12/31/10 
6.52 09/30/10 

Debt to Capital 
- 03/31/11 

0.59 12/31/10 
0.59 09130110 

http://www .zacks.com/research/print.php?type=report&t=NJR 

4.14 
4.05 
4.1 4 

3.80 
3.77 
3.86 

17.86 
17.61 

36.96 
37.15 
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NORTHWEST NAT GAS CO (NYSE) 

I NWN 45.09 a 0.48 iI.08%1 Vol. 49.580 
NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC) 
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland 
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural 
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive 
rights to serve portions of three Washington counties bordering the Columbia River. 

General Information 
NORTHWEST NAT G 

- _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 0811 0/2011 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 44.61 
52 Week High 50.86 
52 Week Low 41.90 
Beta 0.31 
20 Day Moving Average 114,048.75 
Target Price Consensus 47.33 

% Price Change 
4 Week 
12 Week 
M D  

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
-1.83 4 Week -2.71 
-1.65 12 Week -2.46 
-4.00 M D  -9.92 

Dividend Information 
26,67 Dividend Yield 3.90% 

Annual Dividend $1.74 
1,189.70 Payout Ratio 0.66 

0.08 
04/27/2011 / $0.44 

12.96 Change in Payout Ratio 
09/09/1996 Last Dividend Payout I Amount 

EPS lnfo~mation  con^^^^^^ ~ ~ c o ~ ~ ~ n d ~ ~ i o n ~  
Current Quarter EPS Consensus Estimate 0.1 8 Current (l=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 2.59 30 Days Ago 2.25 
Estimated Long-Term EPS Growth Rate 4.60 60 Days Ago 2.25 
Next EPS Report Date 08/1 0/2011 90 Days Ago 2.25 

PIE EPS Growth Sales Growth 
Current FY Estimate: 17.21 vs. Previous Year -6.71% vs. Previous Year 12.76% 
Trailing 12 Months: 17.03 vs. Previous Quarter 37.84% vs. Previous Quarter: 20.49% 
PEG Ratio 3.72 

Price Ratios ROE ROA 

http://www .zacks.com/research/print.php?type=report&t=NWN 5/9/20 1 1 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
1 2/3 1 /I 0 
09/30/10 

Net Margin 
03/31/11 
12/31 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

1.64 03/31/11 
8.63 12/31/10 
1.40 09/30/10 

Quick Ratio 
0.66 03/31/11 
0.71 12/31/10 
0.56 09/30/10 

Pre-Tax Margin 
13.80 03/31/11 
15.04 12/31/10 
14.46 09/30/10 

Debt-to-Equity 
7.69 03/31/11 
6.85 12/31/10 
7.34 09/30/10 

10.04 03/31/11 
10.56 12/31/10 
10.95 09/30/10 

Operating Margin 
0.54 03/31/11 
0.53 12/31/10 
0.35 09/30/10 

Book Value 
13.80 03/31/1 I 
15.04 12/31/10 
14.46 09/30/10 

Debt to Capital 
0.76 03/31/11 
0.85 12/31/10 
0.88 09/30/10 

http://www.zacks.com/research/print.php?type=report&t=NWN 

2.78 
2.93 
3.07 

8.23 
8.95 
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27.12 
26.02 
25.41 
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PIEDMONT NAT GAS INC (NYSE) 

1 PNY 31.f2 'c -0.34 (-3.08%) VOl. 133.337 
Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural 
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina 
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non- 
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and 
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three- 
state service area. 

General information 
PIEDMONT NAT GA 
4720 PIEDMONT ROW DR 
CHARLOTTE, NC 28233 
Phone: - 
Fax: 704-365-3849 
Web: http://www.piedmontng.com 
Email: investorrelations@piedmontng.com 

Industry 
Sector: 

UTIL-GAS DISTR 
Utilities 

Fiscal Year End October 
Last Reported Quarter 04/30/11 
Next EPS Date 06/07/2011 

Price and Volume l n f o ~ ~ ~ ~ i o n  

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

32.0 

31 31.5 

32.00 31.0 

24.50 30.5 

30 .0  

29.5 

0.26 
207,969.34 

28.5 

% Price Change Relative to S&P 500 
2.28 4 Week 0.47 

10.93 12 Week 8.31 
12.52 YTD 4.73 

Dividend Information 

Annual Dividend $1.16 

0.00 
03/23/2011 /$0.29 

71.78 Dividend Yield 3.69% 

2,258.32 Payout Ratio 0.00 
14.55 Change in Payout Ratio 

11/01/2004 Last Dividend Payout / Amount 

EPS Information Consensus Reco~mendaiion~ 
Current Quarter EPS Consensus Estimate 0.67 Current (l=Strong Buy, 5=Strong Sell) 3.38 
Current Year EPS Consensus Estimate 1.58 30 Days Ago 3.38 
Estimated Long-Term EPS Growth Rate 4.80 60 Days Ago 3.43 
Next EPS Report Date 06/07/2011 90 Days Ago 3.43 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 20.1 7 vs. Previous Quarter 1,066.67% vs. Previous Quarter: 235.92% 
PEG Ratio 4.19 

Current FY Estimate: 19.97 vs. Previous Year 1.75% vs. Previous Year -3.22% 
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Price Ratios 
Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
04/30/11 
01/31/11 
10/31/10 

Net Margin 
04/30/11 
01/31/11 
1 0/31 /I 0 

Inventory Turnover 
04/30/11 
01/31/11 
10/31/10 

ROE 
2.24 04/30/1 I 

10.59 01/31/11 
1.48 10/31/10 

Quick Ratio 
- 04/30/11 

0.78 01/31/11 
0.66 10/31/10 

Pre-Tax Margin 
- 04/30/11 

11.99 01/31/11 
15.06 10/31/10 

Debt-to-Equity 
- 04/30/11 

11.84 01/31/11 
11.93 10/31/10 

ROA 
- 04/30/11 

1 1.31 01/31/11 
11.31 10/31/10 

Operating Margin 
- 04/30/11 

0.62 01/31/11 
0.44 10/31/10 

Book Value 
- 04/30/11 

11.99 01/31/11 
15.06 10/31/10 

Debt to Capital 
- 04/30/11 

0.66 01/31/11 
0.70 10131/10 

http://www.zacks.com/research/print.php?type=report&t=PNY 

3.67 
3.65 

7.36 
7.21 

14.02 
13.38 

39.82 
41.05 
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SOUTH JERSEY INDS INC (NYSE) 

I SJI 56.25 A 0.67 (1.21%) voi. 20,812 14:04 ET 

South Jersey lnds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises. 
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company 
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG 
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline 
system and transports natural gas. 

General Information 
SOUTH JERSEY IN 

- _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 05/09/2011 

rice and Volume Information 

Zacks Rank 
Yesterday's Close 55.58 
52 Week High 58.03 
52 Week Low 41.17 
Beta 0.30 
20 Day Moving Average 73,134.25 
Target Price Consensus 59.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
-1.56 4 Week -2.44 
4.00 12Week 3.15 
5.23 YTD -1.26 

Dividend Information 

Annual Dividend $1.46 
29,88 Dividend Yield 2.63% 

1,660.95 Payout Ratio 0.00 
6.51 Change in Payout Ratio 0.00 

07/01/2005 Last Dividend Payout / Amount 03/08/2011 / $0.37 

EPS Information 
Current Quarter EPS Consensus Estimate 1.62 Current (I=Strong Buy, 5=Strong Sell) 1.67 
Current Year EPS Consensus Estimate 3.06 30 Days Ago 1.67 
Estimated Long-Term EPS Growth Rate 6.50 60 Days Ago 1'57 
Next EPS Report Date 05/09/2011 90 Days Ago 1.57 

Fundamental Ratios 
PIE EPS Growth Sales Growth 
Current FY Estimate: 18.14 vs. Previous Year 4.82% vs. Previous Year 27.86% 
Trailing 12 Months: 20.58 vs. Previous Quarter 770.00% vs. Previous Quarter: 76.43% 
PEG Ratio 2.79 

Price Ratios ROE ROA 

http://www,zacks.com/research/print.php?type=report&t=S JI 5/9/20 1 1 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
I 213 1 /I 0 
09/30/10 

Net Margin 
03/3 1 /I 1 
1 2/3 1 /I 0 

09/30/10 

Inventory Turnover 
03/31/11 
12/31 /I 0 
09/30/10 

2.91 03/31/11 
13.21 12/31/10 

- 09/30/10 

Quick Ratio 
- 03/31/11 

0.66 12/31/10 
0.58 09/30/10 

Pre-Tax Margin 
- 03/31/11 

10.72 12/31/10 
1 1.28 09/30/10 

Debt-to-Equity 
- 03/31/11 

9.14 12/31/10 
7.65 09/30/10 

- 03/31/11 
14.42 12/31/10 
14.34 09/30/10 

Operating Margin 
- 0313111 1 

0.55 12/31/10 
0.41 09/30/10 

Book Value 
- 03/31/11 

10.72 12/31/10 
1 1.28 09/30/10 

Debt to Capital 
- 03/31/11 

0.60 12/31/10 
0.51 09/30/10 

Page 2 of 2 

4.22 
4.32 

8.75 
9.22 

19.08 
18.62 

37.36 
33.88 
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1 SOUTHWEST GAS CORP (NYSE) 

SWX 38.87 4.12 (0.31%) Vol. 82,307 74:05 ET 
SOUTHWEST GAS CORP. is PrinciPallY engaged in the business of purchasina,transporlina, and distributina natural 
gas in portions of Arizona, Nevada,and Calif&nia. The Company also engaged-in financial cervices activitiecthrough 
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary. 

General information 
SOUTHWEST GAS 

- _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 08/08/2011 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 38.75 
52 Week High 39.98 
52 Week Low 28.12 
Beta 0.73 
20 Day Moving Average 130,299.05 
Target Price Consensus 36.25 

'YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS lnfo~m~tion 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

-0.33 
1.17 
5.67 

45.80 

1,774.91 

8.47 
N/A 

0.02 
2.22 
6.00 

Next EPS Report Date 08/08/2011 

~ u n ~ ~ ~ e n t ~ l  Ratios 
PIE EPS Growth 

Current FY Estimate: 17.47 vs. Previous Year 

40.0 

39.5 

39.1 

38.5 

38.0 

37.5 

0+11-11 05- 06- 11 

% Price Change Relative to S&P 500 

12 Week 0.34 
4 Week -1.23 

YTD -0.84 

Dividend Information 
Dividend Yield 2.58% 
Annual Dividend $1 .oo 
Payout Ratio 0.39 
Change in Payout Ratio -0.07 
Last Dividend Payout / Amount 0211 1/2011 /$0.25 

~ o n s e ~ s ~ §  ~ e c o ~ m ~ ~ ~ ~ ~ i o n §  
Current (1 =Strong Buy, 5=Strong Sell) 3.14 
30 Days Ago 3.50 
60 Days Ago 3.50 
90 Days Ago 3.50 

Sales Growth 
4.23% vs. Previous Year -6.03% 

Trailing 12 Months: 15.20 vs. Previous Quarter 51.02% vs. Previous Quarter: 34.25% 
PEG Ratio 2.91 

Price Ratios ROE 
Price/Book 1.51 03/31/11 
Price/Cash Flow 12/31/10 

ROA 
10.28 03/31/11 

1 213 1 /I 0 
3.06 
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Price / Sales 

Current Ratio 
03/31/11 
12/3 1/10 
09/30/10 

Net Margin 
03/31/11 
12/31/10 
09/30/10 

Inventory Turnover 
03/31/11 
12/31 /I 0 

09/30/10 

6.67 
0.99 09/30/10 

Quick Ratio 
- 03/31/11 

0.75 12/31/10 
0.57 09/30/10 

Pre-Tax Margin 
- 03/31/11 

8.65 12/31/10 
8.62 09/30/10 

Debt-to-Equity 
- 03/31/11 
- 12/31/10 
- 09/30/10 

9.90 
10.16 09/30/10 

Operating Margin 
- 03/31/11 

0.75 12/31/10 
0.57 09/30/10 

Book Value 
- 03/31/11 

8.65 12/31/10 
8.62 09/30/10 

Debt to Capital 
- 03/31/11 

0.96 12/31/10 
0.96 09/30/10 

2.96 
3.01 

6.56 
6.20 
6.18 

25.62 
24.62 

49.08 
49.02 
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WGL HLDGS INC (NYSE) 

I WGL 38.85 0.66 ft .73%) VOl. ~ 3 ~ . 0 2 ~  14333 ET 1 
WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington, 
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West 
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company 
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including 
Winchester, Middletown, Strasburg, Stephens City and New Market, Virginia, and Martinsburg, West Virginia. 

General ln~ormation 
WGL HLDGS INC 

- _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End September 
Last Reported Quarter 03/31/11 
Next EPS Date 08/10/2011 

Price and Volume information 

Zacks Rank 
Yesterday's Close 38.19 
52 Week High N/A 
52 Week Low 32.75 
Beta 0.26 
20 Day Moving Average 151,953.20 
Target Price Consensus 39 

YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

04-11-11 05- 06- 11 

YO Price Change Relative to S&P 500 
-0.75 4Week -1.64 
1.41 12 Week 0.57 
6.77 YTD 0.1 9 

Dividend Information 
51 ,1 Dividend Yield 4.06% 

Annual Dividend $1.55 
1,952.01 Payout Ratio 0.69 

0.06 
04/06/2011 / $0.39 

18.69 Change in Payout Ratio 
05/02/1995 Last Dividend Payout / Amount 

Consensus  recommendation^ 
Current Quarter EPS Consensus Estimate -0.09 Current (l=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 2.05 30 Days Ago 2.25 
Estimated Long-Term EPS Growth Rate 5.30 60 Days Ago 2.25 
Next EPS Report Date 08/10/2011 90 Days Ago 2.50 

~ u ~ ~ a m e n ~ a l  Ratios 
PIE EPS Growth Sales Growth 
Current FY Estimate: 18.59 vs. Previous Year -6.71% vs. Previous Year -3.73% 
Trailing 12 Months: 17.44 vs. Previous Quarter 50.00% vs. Previous Quarter: 27.81% 
PEG Ratio 3.54 

Price Ratios ROE ROA 
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PricelBook 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31/11 
1 2/31 /I 0 
09/30/10 

inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

1.54 03/31/11 
9.10 12/31/10 
0.71 09/30/10 

Quick Ratio 
1.51 03/31/11 
1.30 12/31/10 
1.32 09/30/10 

Pre-Tax Margin 
7.91 03/31/11 
7.74 12/31/10 
6.82 09/30/10 

Debt-to-Equity 
11.28 03/31/11 
11.69 12/31/10 
11.71 09/30/10 

9.35 03/31/11 
9.82 12/31/10 
9.86 09/30/10 

Operating Margin 
1.37 0313111 1 
1.00 12/31/10 
0.83 09/30/10 

Book Value 
7.91 03/31/11 
7.74 12/31/10 
6.82 09/30/10 

Debt to Capital 
0.49 03/31/11 
0.53 12/31/10 
0.51 09/30/10 

http://www.zacks.comlresearcWprint.php?type=report&t=WGL 
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See if refinancing 
WWkS 

Ten yea6 ago next Monday, a massive earthquake rolled under the Japanese city 
of Kobe at dawn, toppling 140,000 buildings, causing 300 major fires, killing 

more than 5,000 people and lea 

To help cover the story for the L A .  Times, X left my wife to care for our 10-day- 
oEd daughter and 2-year-old son and flew into the city with a small team of Los 
Angeles-based trauma doctors and nurses. We found a surreal, smoking ruin of a 
city with roads twisted like coifs of rope, high-rises tilted at r. Seuss angtes and 
thousands of middle-class families jammed into dingy, ice-cold rooms in the few 
public buildings left standing. 

g 300'0~~ homeless. 

3ust as in the tsunami zone of South Asia this month, the ~ ~ ~ ~ d i ~ t ~  health 
danger, besides a possible outbreak of disease, was a lack of fresh water. More 
than 75% of the city's water supply was destroyed when undergrou~d pipes 
fractured. As much as they desired pallets of drugst food, blankets and tents sent 
from throughout Japan and abroad, the Kobe survivors coveted -- and needed -- 
clean, bottled water for cooking, drinking and bathing. 

See the news 1 
I that affects your stocks. 

Check out our 
ter. 

80th i n ~ ~ d e n t ~  are a stark reminder that water is our 
most precious resourtx. Because it is seerningiy 
irbiquitous in the United States, it is taken for granted, ' .J 

Massive $nowstorms in ~ a ~ ~ f ~ r n i a  this month have loaded up the snow~ack that 
provides water there, and rains in the Southeast are filling reservoirs in that part 
OF the cauntry. 

The rest of the world, however, is not so fortunate. 

There is no more fresh water on Earth today than there was a million years ago. 

Yet today, 6 billion people share it. Since 1950, the world ~ ~ p u l a t i o ~  has 
doubled, but water use has tripled, notes John D ~ ~ k e r ~ o ~ ,  an analyst and fund 

manager based in San Diego. Unlike petroieum, he adds, no t e c h n ~ ~ ~ g ~ c a ~  
innovation can ever replace water. 

China, which is ~ n d ~ r ~ ~ j ~ g  a vast r u r ~ l ~ ~ ~ ~ ~ r ~ a n  p ~ ~ ~ l a ~ j o ~  ~ ~ ~ ~ a ~ i ~ ~ ,  is 

~ ~ ~ ~ e ~ a t ~ ~  of the places where water has become scarce, I t  has about as much 
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coming! water shortage 

water as Canada but 100 times more people, Per-capita water reserves are only 
about a fourth the global average, according to experts. Of its 669 cities, 440 

regularly suffer moderate to critical water shortages. 

Although not widely appreciated, water has been recognized by c ~ n $ ~ ~ a t ~ y e  
investors as an investment opportunity -- and it has rewarded them, Over the 
past 10 years, the Media General water utilities index is up 133%, doubte the 
return of the Dow Jones Utilities lndex ($U?IL), Over the past five years, 

flat returns of both the Daw 3ones 
. One of water's key long-term value 

drivers as an in 
infiation, recession, interest rates OF changing tastes. 

Virtually all of the U.S. ater utility stocks are regulated by states an 

monopoly in a geogra 
costs. Just about the 
of their regions and th 

ding to  Dickerson: Demand is not affected by 

ies typically give utilities a 
ion, then set their profit margin a srnidge above 

guishing Factor among them are the growth rates 
ty  to tfficiently manage their u n d ~ r ~ r o u n d  pipe and 

Arnerlica (WTR, news, rnsgs) 
~ w w ~ , ~ ~ w ~ , ~ ~ ~ s )  of Los Angeles; 
Wf ,  news, rnsgs), based fn San Jose, Calrf.; 

of P h i I a d e ~ ~ h ~ ~ ~  South 
Calffornia Water Se 

of San Dimas, Calif- 

In a moment, I'll offer a couple of potentially more impactful ways to invest in 
water, but first let's loak a Little more broadly at world demand, 

eing sucked dry 
The tsunami fiaifocused attention on water demand in South Asia -- and It's a 
good thing, as it was already reaching critical status in rural areas. Several 
decades ago, farmers in the Indian stale of Gujarat used oxen to haul water in 

feet below the surface. Now they pump it from 1,OQO feet 
hat nay  sound good, but they have been d r a ~ ~ n ~  water from 

the earth to feed a mushrooming population at such a terrific rate that ancient 
aquifers have been sucked dry e- turning once-fertile fields sfowIy into sand. 

According to New Scientist magazine, farmers using crude 0 ~ 1 ~ ~ ~ ~ ~  t e ~ h ~ ~ i o ~ ~  in 
India have drilled 21 million "tube wells" into the strata ~ e n ~ ~ t h  the fields, and 
every year millions more wells throughout the region -- all the way to Vietn 
are being dug to service water-needy crops like rice and sugar cane. The 
magazine quoted research from the annual Stockholm Water S y ~ ~ o ~ ~ ~ ~  that the 
pumps that transformed Indian farming are drawing 200 cubic k ~ ~ a ~ ~ ~ ~ ~  of 
water to the surface each year, while oniy a fractian is replaced by ~~~~~0~ 



rains. At this rate, the research s ~ ~ g e ~ t e d ,  groundwater supplies in some areas 
will be exhausted in five to 10 years, and millions of Indians will see their 
Farmland turned to desert. 

I n  China, the m a ~ a ~ i n e  reported, 30 cubic kilometers more water is being 
pumped to the surface each year than is replaced by rain -- one of the reasons 
that the country has become dependent on grain imports from the West. This is 

lier this year, the Indian state of Kerala 
sgs) and Coca-Cola (KO, news, msgs) 

hortages, costing the companies millions of 
dollars. 

I n  this country, sha 
water-dependency c 

statements. 

already are ~ o b ~ y ~ n g  companies to share 
rldwide with their stakeholders in their f ~ n a n c ~ a ~  

world% ample store of water is 

rded by industrial pollution, disease and cyclical 
carcity has impelled private c ~ ~ p ~ n i e ~  and 

ights to key sources, Xn an article I countries to attempt 

water-exporting tou 
Countries for domina 

"Water is blue gold; it's terribly precious," Maude Barlow, chair of the Council of 
Canadians, told the Monitor, "Not 
to surround ani c 
the world's oil, in 

xt decade may see a cartel of 
e Organization of Fetraleum ~ x p o ~ t n ~  

far in the future, we're going to see a move 
odify the world's fresh water, Just as they've 
oming century, there's going to be a grab." 

Besides the domestic water utilities listed above -- and s ~ ~ i l a r l y  plodding foreign 

of the United Kingdom, which 
, msgs) of France -- investors 

ed Utilities fUU, ne 

interested in the sector can consider a number of variant plays. None are 
extremely exciting, but my guess is that, over the next few years, some more 

attempt at worldwide industry ation. 

ation technologies wilt emerge, along with, perhaps, a v i ~ ~ ~ ~ t  

One current idea is Te 
Xndustries (MU, new 
mul t i~ le  of 15 that is still not expensive despite i3 47% run-up rn the past year. 

I ts leading outside 

based copper pipe and vafve maker Muell 
a $1 billion business with a trailing ~ r ~ ~ e / e ~ r n i n ~ s  

estor is Berkshire Hathaway (BRK.A, 
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~ n ~ e § t r n e ~ t  vehicle of legendary investor ~ a r r e n  Ruffett. 

ntrol products maker Watts Water 

Technologies (WS, news, msgs), which is a little richer at a $975 million 
market cap and a trailing PfE multiple of 19, but is still owned by several ~ ~ a d i ~ ~  
value managers, including Mario Eabelli. 

dated Water (CWCO, 
n Islands that specialize 

ter ~ e s a ~ I n i ~ a t ~ o n  plants and water- 
distribution systems in areas where natural supplies of drinking water 
such a5 the Caribbean and Sauth America, It currently supplies water 
Barbados, the Britis 
ptans. it IS the most 
prospects. OF all of t 
steady 355%. 

s and the Bahamas, and it has e x ~ a n s ~ a n  

p the most over the past five years, a relatively 

ve, but it may also have the great~st  ~ r o w t h  

Of course, there! 1s on 
say they‘re going to  d 

Fine Print: 
Dickerson runs a hedge fund in San Diego strictly focused on water jn~esting, the 
Summit Water Equity Fund. . . To learn more about Southwest Water, click here. 
. , . To learn mare about Ca 

New Mexico, Hawaii and 
To learn more about 

water investing t When these companie~ 
it’s not something to worry about.. 

Water Service Group, which runs  systems in 
on State, as well as Califwnia, click h e  
tes Water, click here. . . To learn more about 

Water, click here. . I I Seems like talk is 

gs), has risen 9% while the value of 
cember, the value of the co any radio p ~ r ~ o ~ a l j t y  Howard 

Stern is leaving, Viacorn ( V ! B ,  n 
the company he’s headed to, Siriu 

13.5%. . . . For background on the Kobe earthquake, approach~n~ its 10th  
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by ~i~~~ of any specific security or trading strategy. An inveScor’s best course of action must be based on ~ ~ d i ~ i d u ~ l  
circummnces. 
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To value a company using enterprise DCF, we discount free cash flow by the 
weighted average cast of capital (WACC). The weighted average cost of cap- 
ital represents the opportunity cost that investors face for investing their 
funds in one particular business instead of others with similar risk. 

The most important principle underlying successful implementation of 
the cost of capital is consistency between the components of WACC and free 
cash flow. Since free cash flow is the cash flow available to all fin 
vestors (debt, equity, and hybrid securities), the company's WACC must in- 
c'Iude the required return far each investor. Xn addition, the duration and 

financial securities used to estimate the WACC must match that 
cash flow being discounted. To assure consistency, the cost of 

capital must meet several criteria: 

e It must include the opportunity costs from all sousces of capital- 
debt, equity, and so on-since free cash flow is available to all in- 
vestors; who expect compensation for the risks they take. 

* It must weight each s rity's required return by its target market- 
based weight, not by i Z s  historical book value. 

* It must be computed after corporate taxes (since free cash flow is cal- 
culated in after-tax terms). Any financing-related tax shields not in- 
cluded in free cash flow must be incorporated into the cost of capital 
or valued separately (as done in the adjusted present vatue). - It must be denominated in the same currency as free cash flow. 

8 Itmustbed inated in nominal terms when cash flows are stated 

For most companies, discounting free cash flow at the WACC is a sim- 
ple, accurate, zm& robust method of corporate valuation, E, however, .the 

29% 

P 



since no single model for estimating the market risk premium has gained 
universal acceptance, we present the results of various models. 

Methods to estimate the market risk premium fall in three general 
categories: . 

1. Estimating the future risk premium by measuring and extrapolating 
historical excess returns. 

2. Using regression analysis to link current market variables, such as the 
aggregate dividend-to-price ratio, to project the expected market risk 
premium. 

3. Using DGF valuation, along with estimates of return on investment 
and growth, to reverse engineer the market’s cost of capital. 

None of today‘s models precisely estimate the market risk premium. 
Still, based on evidence from each of these models, we believe the market 
risk premium as of year-end 2003 was just under 5 percent- 

Mistarical market risk premium Investors, being risk-averse, demand a 
premium €or holding stacks rather than bonds. If the level of risk Elversion 
hasn’t changed over the last 75 years, then historical excess returns are a 
reasonable proxy for future premiums (assuming measurement issues, such 

, aren‘t overly problematic). To best measure the risk 
premium using historical data, follow these guidelines: 

* Calculate the pre 
* Use the longest 
* Use an a r i t h e t  - Adjust the result for econometric issues, such as survivorship bias. 

m relative to long-term government bonds. 

rage of longer-dated intervals (such as five years). 

Use long-tern government bonds When calculating the market risk pre- 
mium, compare historical market returns with the return on 10-year gov- 
ernment bonds. As discussed in the previous section, long-term government 
bonds better match the duration of a company’s cash flows than do short- 
term bonds. 

Use fhe longest period possible When using historical observations to pxe- 
dict future results, the issue is what length of history to examine. If the 
market risk premium is stable, a longer history will reduce estimation err&. 

y, if the premium changes and estimation error is small, a 
shorter period better. To determine the appropriate historical period, we 
consider any trends in the market risk premium compared with the nQise 
associated with short-term estimates. 
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Tu test for the presence of a long-term trend, we regress the US. market 
risk premium versus time. Over the last 100 years, no statistically sigxificant 
trend is observable.7 Based on regression results, the average excess return 
hias fallen by 3.3 basis points a year, but this result is well below its standard 
error (leading to a low L-statistic). In addition, premium calculated over sub- 
periods, even as lung as 10 years, are extremely noisy. 'For instance, U.S. 
stocks outperformed bonds by 18 percent in the 1950s but offered no pre- 
miurn in the 1970s. Given the lack of any discernible trend and the significant 
volatility of shorter periods, you should use the longest time series possible. 

Use arithmetic average of longer-dixfetE intervals When reporting market risk 
premium, most data providers report an annual number, such as 6.2 per- 
cent per year. But how do they convert a century of data into an annual 
number? And i s  an annualized number even important? 

AMuaf returns can be calculated using either an arithmetic average or 
a geometric average. A n  arithmetic (simple) average sums each year's ob- 
served premium and divides by the number of observations: 

A geometric average compounds each year's excess return and takes the 
soot of the resulting product: 

Geometric Average = 

The choice of avexaging methodology will affect the results, For in- 
stance, between 2903 and 2002, US. stocks outperformed long-term govern- 
ment bonds by 6.2 percent per year when averaged arithmetically. Using a 
geometric average, the number drops to 4.4 percent. This difference is not 
random; arithmetic averages always exceed geometric averages when re- 
turns are vofatile. 

So which averaging method on historical data best estimates the ex- 
pected future rate of return? Tu estimate the mean (expectation) for any ran- 
dom variable, well-acc ed statistical principles dictate that the arithmetic 
average is the best u ed estimator- Therefore, to determine a security's 

authors, such as teweflen, argue that the market risk premium does change over time- 
and can be measured using financial ratios, such as the dividend yield. We address these mod- 
els separately. J. Lewellen, "Pzedicting Returns with Enancia1 Ratios," journal of Fitzatacial 
~ c o n ~ ~ i c s ,  7q2) (2004): 203-z35- 
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expected return for one period, the best unbiased predictor is the arithmetic 
average of many one-period returns. A one-period risk premium, however, 
can't value a company with many years of cash flow. Instead, long-dated 

ows must be discounted using a compounded rate of return. But when 
compounded, the arithmetic average will be E+iased upward (too high). 

This bias is caused by estimation error and autocorrelation in returns, 
Let's examine the effect of estimation error first. To estimate the mean of a 
distribution, statistical theory instructs you to'average the observations, In 
a finite sample, the sample average (R,) will equal the true mean (p) plus an 
error term (E) :  

R, = p + ~  

Sometimes the error term is positive, so the sample average overesti- 
mates the true mean, and at other times, the error term is negative. B u t  the 
average error term equals 0, so the sample average is an unbiased estimator 

sh flow beyond one period, we must determine the dis- 
sing R, to a given power. For instance, to estimate a two- 

period discount rate, we calculate RA squared. Squaring X, leads to the 
f 01 lowing equation: 

Since the true mean, @, is a constant and the expectation of E is 0, the expec- 
tation of 2pe: equals 0. The expectation of c2, however, is not 0, but a positive 

er (the square of any nonzero number is greater than zero). Therefore, 
,will be greater than pz (the true mean squared), and a compounded 

ill be too high. 
ded arithmetic average will also be biased upward when 

returns are negatively autocorrelated (meaning low returns follow high re- 
turns and high returns follow low returns). Although there is disagree- 
ment in the academic community, the general consensus is that the 
aggregate stock market exhibits negative autocorrelation.* In this case, the 
arithmetic mean is biased upward. 

cal evidence presented by James Poterba, Lawrence Summers, and others indicates that 
orielation exists in stork returns. See J-  Poterba and L. 
Prices," ]oumaZ of Financia2 Economics (October 1988): 
Matthew Richardson and others challenge the statisti- 
. Richardson, "Temporary Components of Stock Prices: cal significance of earlier st 

A Skeptic's View," Iournal o,f Btrsiness and Economic Statistics, 11 (1'393): 199-207. 
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To better understand khe effect of negative autocorrelation, consider a 
portfolio that can either grow by 20 percent or fall by IO percent in a given 
period (see Exhibit 10.4). Since both returns are equally Likely, the one pe- 

average return equals 5 percent. In addition, if returns are indepen- 
dently and ide ically distributed, after two periods there is: 

2. A 25 percent probability that an initial investment of $100 will 

2. A 50 percent probability (two equally probable scenarios) that $100 

3. A 25 percent probability that $100 will shrink to $81. 

grow to $144 

will grow to $108 

The expected value in t uafs $110.3, the same as if $100 had 
grown cunsistently at average of 5 percent for two periods. 
But if the four scenarios are not equally likely, the expected value in two 
periods will not equal $110.3. For instance, if there is a 70 percent proba- 
bility that low returns will be followed by high returns (or vice versa), the 
expected value in two periods is only $109.4. IR this case, compounding 
the arithmetic mean will lead to an upward bias in expected return- 

To correct for the bias caused by estimation error and negative autocor- 
in returns, we have two choices- First, we can calculate rnultipexiod 
returns directly from the data, rather than compound single-period 

rages. Using this method, a cash Elow received in five years will be dis- 
ounted by the average five-year market risk premium, not by the annual 



. 

market risk premium compounded Eive times.9 In Exhibit 10.5, we present 
arithmetic averages for holding periods of 1, 2, 4,5, and 10 years. To avoid 
placing too little weight on either early or recent observations, we use 
nonoverlapping returns. The downside of this method is that 5- and 10-year 
holding periods have very few observations. As shown in t3-e exhibit, the 
annualized excess return trends dawnward from 6-2 percent to 5.5 percent 
as the Iengih of the holding period increases. 

Alternatively, researchers have used simulation to show that an estirna- 
tor proposed by Marshall Bfurne best adjusts for problems caused by esti- 
mation error and autocorrelation of returns:'0 

T - N  N-1  
r-i T - l  Re-- I?,+- RG 

whexe T = Number of historical observations 
N = Forecast period 

IC, = AritlvzleIic average 
X, = Geometric average 

m of Exhibit 10.5, w e  report Blume's estimate for the market 
'Blume's method generates the same daw nward-trending es- 

timate of the market risk premium (albeit more smoothly than the raw 
holding period averages). Based on both estimation techniques, it appears 
5.5 percent is a reasonable approximation for historical excess returns. 

%jay Rjttei  writes, "There is no theoreticd reason why one year i s  the appropriate holding p- 
used to thinking o€ interest rates as a rate per year, so reporting annualized 
it. easy  for people to focus an the numbers. But 1 tan think of no  reason other 

than con-enieizce for the use of annual returns." f. Kitter, "The Biggest Mistakes We Teach," 
faurnaf Df Fi/zonciuf ~ e s m r c h ,  25 (2002): 359-1 68. 
loo. G. fndrcr and VV. Y. Lee, "Biases in Arithmetic and Geometric Averages Premia," F i n a 3 d a f  
Managcment, 25(4) (Winter 1947); N. E. Blurne, "Unbiased Estimators of Long Run &pecked 
Rates of Return," Journal offhe American Stafisfical Association, 69(347) (September 1974). 



Sm-viuvorship bias Other statistical difficulties exist with historical risk 
premiums. According to one argument," even properly measured historical 
premiums can't predict future returns, because the observable sample "will 
include only countries with strong historical returns. Statisticians refer to 
this phenomenon as survivorship bias. The US. market outperformed all 
others during the twentieth century, averaging 4-3 percent in real terns fde- 
flaking by the wholesale price index) versus a median of 0.8 percent for other 
co ies.l2 A concurring study13 notes that the -100 percent returns irom 
China, Russia, and Poland are too often ignored in discussions of stock mar- 
ket performance. 

Since it is unlikely that the US. stock market will replicate its perfor- 
t downward the historical arithmetic 
ta from Philippe Jorion. and William 

Goetzmann, we find that between 1926 and 1996, the US. arithmetic annual 
return exceeded the median return on a set of 21 countries with continuous 

ies dating to the 1920s by 1-9 percent in redl terms, or 1.4 percent in 
nominal term. I€ we subtract a 1 percent to 2 percent survivorship bias irom 
the long-term arithmetic average of 5.5 percent, the difference implies the 
future range of the US. mrket  risk premium should be 3.5 to 4.5 percent. 

the next century, we 
ket risk premium. Us 

ark& risk premium regressions Although we find no long-term trend in 
e historical risk premium, many argue that She market risk premium is 

predictable using observable variables, such as the aggregate dividend-to- 
price ratio, the aggregate book-to-market ratio, or the aggregate ratio of 
earnings to price. 

e of current financial ratias to estimate the expected return on 
storks i s  welt documented and dates back to Charles Dow in the 1920s. The 

pt has been tested by many authors.14 To predict the market risk pre- 
mium using financial ratios, excess market returns are regressed against a 
financial ratio, such as the market's aggregate dividend-to-price ratio: 

11 S. Brown, W, Goetzmann, and S .  Ross, "Survivorship Bias," Journal of Finance (July 1995): 

mann, "Global Stock Markets in the Twentieth Century," Journal of Fi- 

Michael Staunton, Triumph of &e Optimists (Princeton: Prince- 

d Expected Stock Returns," Journal of: Mrzancial 
988): 3-25; R. F. Stambaugh, "Predictive Regressions," Jozrnnl uf Finfincia1 Eru- 

redicting Returns with Financial Ratios," four- 



Using advanced regression techniques unavailable to earlier autfi~rs, 
Jonathan Lewellen found that dividend yields do predict future market re- 
turns- But as shown in Exhibit 10.6, the model has a major drawback: the 
risk premium prediction can be negative (as it was in the late 1990s): Other 
authurs question the explanatory power of financial ratios, arguing that a 
financial analyst relying solely on data available at the time would have 
dune better using unconditional historical averages (as we did in the last 
section) in place of more sophisticated regression techniques.15 

A stock's price equals the present value of its div- 
idends. Assuming dividends are expected to grow at a constant rate, we can 
rearrange the growing perpetuity to solve for the market's expected return: 

-baking models 

In the previous section, we reviewed regression models that compare 
market returns (kc) to the dividend-price ratio (DIV/P). Using a simple re- 

l5 A. Goyal and 1. Welch, "Predicting the Equity Premium with Dividend Ratios," ManngemCnf 
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gression, however, ignores valuable information and oversimplifies a few 
market realities. First, the dividend-price yield itself depends on the ex- 
pected growth in dividends (g), which simple regressions ignore (the re- 
gression's intercept is determined by the data). Second, dividends are onIy 
one form of corporate payout- Companies can use free cash flow to repur- 
chase shares or hold excess cash for significant periods of time; consider Mi- 
erusoft, which accumulated mare than $50 billion in liquid securities before 
paying its first dividend. 

Using the principles of discounted cash flow, along with estimates of 
growth, various authors have attempted ko reverse engineer the market risk 
premium, Two studies used analyst forecasts to estimate growth,16 but 
many argue that analyst forecasts focus OR the short term and are severely 
upward biased. Fama and French use lang-term dividend growth rates as it 
proxy for future growth, but they focus on dividend yields, not on available 
cash flow.'7 Alternatively, our own research has focused on all cash flow 

le to equity holders, as measured by a modified version of the key 
value driver formula (detailed in Chapter 3):18 

Based on this formula, we used the long-run return on equity (13 percent) 
and the long-run growth in real GDP (35  percent) to convert a given year's 
$&I? 500 median earnings-to-price ratio into the cost of equity.'.9 

Exhibit 10.7 on page 306 plots the nominal and real expected market 
returns between 1962 and 2002. The results are striking. After stripping 
out inflation, the expected market return (not excess return) is remarkably 
constant, averaging 7.0 percent. For the United Kingdom, the real market 
return is slightly mare volatile, averaging 6.0 percent- Based on these re- 
sults, we estimate the current market risk premium by subtracking the 
current real long-term risk-free rate from the real equity return of 7.0 
percent (far US. markets). At year-end 2003, the yield on a US. Treasury 
inflation-protected security (TIPS) equaled 2.1 percent. Subtracting 2.1 

I6J- Claus and 3. Thomas, "Equity Premia as Low as Three Percent? Evidence from Anafysts' 
Earnings Forecasts for Domestic and Enternational Stocks," Journal of Finance, 56(5) (October 
2001): 1629-1666; and W. R. Gebhardt, C. M. C.  Lee, and €3. Swaminathan, "Toward an Emplied 

ene F. Fama and Kenneth R. French, "The Equity Premium," Crtnter foot Research in Setu- 
ritg Prices Working Paper No. 522 (Apri l  2001 ). 
isMarc H. Coedhart, Timothy M. Koller, and Zane D. Williams, "The Rent Cost of E I T L I ~ ~ ~ , ' '  
McKiizsey on Finance (Autumn 2002): 11-15. 

Using a two-stage model (Le., short-term ROE and growth rate projections, €olfo.r.~ed by long- 

t ~€CapitaI," journal of Accaunfing Research, 3911 (2003 1: 135-176- 

did not change the results irr a meaningful way- 

- _ _  -- ^ " - - _ _  ~" " " _-"_" "- - 



percent from 7.0 percent gives an estimate of the risk premium at just 
under 5 percent. 

Although many in the finance profession disagree about how fro mea- 
sure the market risk premium, we believe 4.5 to 5.5 percent is an appropri- 
ate range. Historical estimates found in most textbooks (and locked in the 

which often report numbers near 8 percent, are too high for 
uses because they compare the market risk premium versus 

rt-term bonds, use only 75 years of data, and a re  biased by the historical 
th of the US. market. 

E ~ ~ ~ ~ a t i ~ g  beta According to the UPM,  a stock's expected return is dri- 
ven by beta, which measures how much the stock and market move to- 
gether. Since beta cannot be observed directly, w e  must estimate its value.. To 
do this, we first measure a r a w  beta using regression and then improve the 
estimate by using industry cornparables and smoothing techniques. The 
most cornon regression used to estimate a company's raw beta is the mar- 
ket model: 

Xn the market model, the stock's return (not price) is regressed against tk@ 
~-m.larket's return. 

In Exhibit 10.8, w e  plot 60 ~ ~ o n t h s  of. 'Home Depot stock returns vefms 
S&P 500 returns between 1999 and 20113. The so d line represents the "best 
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Selected Yields 
3Months Year 

Recent Ago Ago 
(3/23/1 I )  (1 2/2 1/10) (3/24/10) 

3Months Year 
Recent Ago Ago 

(3/23/11) (12/21/10) (3/24/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.60 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 3.1 8 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.28 0.26 0.1 5 
3-month LlBOR 0.31 0.30 0.28 
Bank CDs 
6-month 0.30 0.30 0.25 
1 -year 0.48 0.49 0.44 

U.S. Treasury Securities 
3-month 0.08 0.1 3 0.1 3 
6-month 0.1 5 0.1 9 0.23 
1 -year 0.23 0.28 0.41 
5-year 2.05 1.95 2.59 
1 0-year 3.35 3.30 3.85 
1 0-year (inflation-protected) 0.95 0.98 1.61 

30-year Zero 4.79 4.72 5.00 

5-year 1.71 1.52 1.99 

30-year 4.45 4.42 4.73 

Treasury Security Yield Curve 
6.0 0% 

5.0 0% 

4.00% 

3.00% 

2.00% 

1 .OQ% 

0.00% 
3 
Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

3.06 
2.63 

4.63 
5.46 
5.50 
5.98 

3.21 
3.24 
1.23 
3.55 

6.00 
6.1 0 
5.47 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.86 
25-Bond Index (Revs) 5.50 
General Obligation Bonds (COS) 
1 -year Aaa 0.33 
1 -year A 1.19 
5-year Aaa 1.72 
5-year A 2.67 
1 0-year Aaa 3.1 6 
1 0-year A 4.29 

25130-year A 6.08 
Revenue Bonds (Revs) (2513O-Year) 
Education AA 5.1 5 
Electric AA 5.28 
Housing AA 6.10 
Hospital AA 5.61 
Toll Road Aaa 5.30 

25130-year Aaa 4.75 

Federal Reserve Data 

2.83 
3.1 6 
3.01 
2.80 

4.75 
5.49 
5.74 
6.1 1 

3.14 
2.99 
1.18 
3.51 

5.79 
6.57 
5.47 

5.1 5 
5.48 

0.41 
1.35 
1.72 
2.88 
3.41 
4.47 
4.88 
5.90 

5.25 
5.27 
6.1 3 
5.43 
5.32 

1.90 
1.30 
1.85 
2.93 

5.18 
5.80 
5.93 
6.40 

3.54 
3.08 
1.35 
3.98 

5.42 
5.68 
5.47 

4.32 
4.92 

0.30 
1.12 
1.49 
2.48 
3.02 
4.04 
4.44, 
5.48 

4.77 
4.75 
5.57 
5.08 
4.81 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last... 
3/9/11 2/23/11 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1295731 121 7540 781 91 1096037 1036724 1044399 
Borrowed Reserves 20423 22001 -1 578 32257 40916 57375 
Net Free/Borrowed Reserves 1275308 11 95539 79769 1063780 995808 987024 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Growth Rates Over the last... 
3/7/11 2/28/11 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 1868.0 1898.9 -30.9 11 .O% 12.9% 9.6% 
M2 (M1 +savings+small time deposits) 8918.7 8909.0 9.7 5.6% 5.5% 4.7% 
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Selected Yields 
3Months Year 

Recent Ago Ago 
(3/30/11) (12/29/10) (3/31/10) 

3Months Year 
Recent Ago Ago 

(3/30/11) (12/29/10) (3/31/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 0.75 

Prime Rate 3.25 3.25 
30-day CP (Al/Pl) 0.22 0.28 
3-month LiBOR 0.30 0.30 
Bank CDs 
6-month 0.29 0.30 
1 -year 0.47 0.48 
5-year 1.71 1.55 
U.S. Treasury Securities 
3-month 0.09 0.1 2 
6-month 0.1 7 0.1 9 
1-year , 0.26 0.27 
5-year 2.20 2.03 

Federal Funds 0.00-0.25 0.00-0.25 

1 0-year 3.44 3.35 
1 0-year (inflation-protected) 0.98 1.02 
30-year 4.50 4.43 
30-year Zero 4.79 4.71 

0.75 

3.25 
0.1 4 
0.29 

0.25 
0.44 
1.99 

0.1 5 
0.23 
0.38 
2.54 
3.83 
1.56 
4.71 
4.98 

0.00-0.25 

i 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

Mos. Years 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GOs) 
25-Bond Index (Revs) 

2.68 
3.28 
3.1 7 
2.63 

4.70 
5.50 
5.56 
6.06 

3.29 
3.34 
1.25 
3.67 

5.70 
6.02 
5.48 

4.91 
5.52 

General Obligation Bonds (COS) 
1 -year Aaa 0.33 
1 -year A 1.15 
5-year Aaa 1.76 
5-year A 2.75 
1 0-year Aaa 3.29 

25/30-year Aaa 4.80 
25/30-year A 6.08 
Revenue Bonds (Revs) (25130-Year) 
Education AA 5.1 5 
Electric AA 5.28 
Housing AA 6.1 3 
Hospital AA 5.61 
Toll Road Aaa 5.32 

1 0-year A 4.37 

Federal Reserve Data 

3.08 
3.1 3 
2.94 
2.80 

4.76 
5.50 
5.78 
6.1 0 

3.1 6 
3.02 
1.17 
3.57 

5.79 
6.48 
5.48 

5.00 
4.52 

0.44 
1.36 
1.74 
2.88 
3.44 
4.39 
4.90 
5.90 

5.27 
5.28 
6.1 1 
5.45 
5.33 

2.50 
2.04 
2.26 
2.76 

5.24 
5.76 
5.92 
6.37 

3.57 
3.09 
1.40 
3.94 

5.91 
6.64 
5.48 

4.44 
4.93 

0.39 
1.19 
1.80 
2.71 
3.27 
4.22 
4.46 
5.24 

4.81 
4.79 
5.72 
5.1 7 
4.80 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average levels Over the Last ... 
312311 1 31911 1 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1366438 1295729 70709 11 44835 1062407 1051 928 
Borrowed Reserves 19926 20423 -497 28576 38415 54362 
Net Free/Borrowed Reserves 134651 2 1275306 71 206 11 16259 1023993 997566 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Growth Rates Over the last ... 
311 411 1 3/7/11 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 1864.8 1868.0 -3.2 8.5% 10.1% 8.3% 
M2 (M1 +savings+smalI time deposits) 8893.5 891 8.7 -25.2 3.8% 4.6% 4.5% 

0201 1, Va Le h e  PLdishing LLC. All r ghls reserved. FacLal materia, 8s oblaineo trom sources oeikveo 10 oe reliable and is prov ded n lno.1 warranl es of an, d.cd. THE 
IS hOT RESPONSIBLE FOR ANY ERRORS OR OMlSSlOhS HEREIN. Tn s pLbl.cal on s slntt y lor s,tscr.ocr's o m  non-commerc al. inlernal Jse. ho parr 01 it may be 
resolo, store0 or lransm ked in any printed, eleclron c or olner form, or Jsed for generating or mardel ng any pr nted or electronic pLolical.on. Serv ce or proobct. 
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Selected Yields 
3Months Year 

Recent Ago Ago 
(4/06/11) (1/05/11) (4/07/10) 

3Months Year 
Ago Recent Ago 

(4/06/11) (1/05/11) (4/07/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 
Prime Rate 3.25 
30-day CP (Al/Pl) 0.27 
3-month LIBOR 0.29 
Bank CDs 
6-month 0.29 
1 -year 0.47 
5-year 1.71 
U.S. Treasury Securities 
3-month 0.06 
6-month 0.1 3 
1 -year 0.28 
5-year 2.31 
1 0-year 3.55 
1 0-year (inflation-protected) 0.96 
30-year 4.60 
30-year Zero 4.92 

3.25 
0.29 
0.30 

0.30 
0.48 
1.57 

0.14 
0.1 8 
0.28 
2.14 
3.47 
1.02 
4.54 
4.84 

3.25 
0.1 8 
0.30 

0.25 
0.44 
1.99 

0.1 6 
0.23 
0.45 
2.60 
3.85 
1.52 
4.74 
5.00 

Treasury Security Yield Curve 
6.00 % 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 

2.84 
3.46 
3.40 
2.62 

4.85 
5.59 
5.66 
6.1 6 

3.42 
3.43 
1.30 
3.76 

5.89 
5.84 
5.48 

5.00 
5.56 

General Obligation Bonds (COS) 
1 -year Aaa 0.37 
1 -year A 1.21 
5-year Aaa 1 .a5 
5-year A 2.84 
1 0-year Aaa 3.41 
1 0-year A 4.48 
25/30-year Aaa 4.84 
25/30-year A 6.1 3 
Revenue Bonds (Revs) (25/3O-Year) 
Education AA 5.19 
Electric AA 5.30 
Housing AA 6.1 9 
Hospital AA 5.65 
Toll Road Aaa 5.34 

Federal Reserve Data 

2.86 
3.19 
3.05 
2.72 

4.89 
5.59 
5.86 
6.1 9 

3.28 
2.94 
1.16 
3.55 

5.79 
6.48 
5.48 

4.95 
5.38 

0.40 
1.37 
1.75 
2.95 
3.40 
4.41 
4.90 
5.92 

5.29 
5.28 
6.1 3 
5.43 
5.33 

2.66 
1.96 
2.25 
2.76 

5.24 
5.76 
5.91 
6.35 

3.63 
3.1 2 
1.41 
4.06 

6.00 
6.63 
5.48 

4.44 
4.94 

0.38 
1.18 
1.86 
2.81 
3.31 
4.29 
4.46 
5.51 

4.78 
4.79 
5.73 
5.19 
4.78 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last. .. 
312311 1 31911 1 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1366439 1295729 7071 0 1144835 1062407 1051 928 
Borrowed Reserves 19926 20423 -497 28576 38415 54362 
Net FreeIBorrowed Reserves 134651 3 1275306 71 207 11 16259 1023993 997566 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Growth Rates Over the Last... 
3/21/11 3/14/11 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 1889.4 1864.8 24.6 12.6% 13.6% 9.8% 
M2 (M1 +savings+small time deposits) 8895.4 8893.5 1.9 3.6% 4.5% 4.5% 
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/ 

Selected Yields 

-Current 

- Year-Ago 

3Months Year 
Recent Ago Ago 

(4/13/11) (1/12/11) (4/14/10) 

/ 

3Monfhs Year 
Recent Ago Ago 

(4/13/11) ( l / lZ/ l l )  (4/14/10) 
- 

-Current 

- Year-Ago 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 
Prime Rate 3.25 3.25 3.25 

3-month LiBOR 0.28 0.30 0.30 
Bank CDs 
6-month 0.29 0.30 0.25 
1 -year 0.47 0.48 0.43 

U.S. Treasury Securities 
3-month 0.05 0.14 0.1 5 
6-month 0.1 0 0.1 7 0.23 
1 -year 0.22 0.26 0.43 
5-year 2.1 7 1.98 2.60 
1 0-year 3.46 3.37 3.86 
1 0-year (inflation-protected) 0.84 0.93 1.51 

30-day CP (Al/Pl) 0.23 0.27 0.20 

5-year 1.71 1.57 1.99 

30-year 4.54 4.53 4.73 
30-year Zero 4.88 4.86 4.99 

6.0 0% 

5.00% 

4.00% 

3.00% 

2.0 0% 

1 .OO% 

0.0 0% 
3 

Treasury Security Yield Curve 

Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 

2.97 
3.32 
3.22 
2.62 

4.72 
5.52 
5.66 
6.05 

3.37 
3.44 
1.32 
3.71 

5.83 
6.44 
5.49 

5.04 
5.61 

General Obligation Bonds (COS) 
1 -year Aaa 0.34 
1 -year A 1.20 
5-year Aaa 1.83 
5-year A 2.89 
1 0-year Aaa 3.46 
1 0-year A 4.62 
25/30-year Aaa 4.86 
25/30-year A 6.1 3 
Revenue Bonds (Revs) (25/3O-Year) 
Education AA 5.19 
Electric AA 5.34 
Housing AA 6.1 6 
Hospital AA 5.65 
Toll Road Aaa 5.33 

Federal Reserve Data 

2.61 
3.14 
2.99 
2.72 

4.80 
5.58 
5.77 
6.1 7 

3.26 
3.05 
1.18 
3.64 

5.79 
6.03 
5.49 

5.08 
5.44 

0.41 
1.28 
1.79 
2.92 
3.38 
4.38 
4.94 
5.97 

5.31 
5.30 
6.1 3 
5.43 
5.35 

2.52 
1.83 
2.14 
2.76 

5.22 
5.76 
5.89 
6.35 

3.71 
3.14 
1.38 
4.03 

5.99 
6.60 
5.49 

4.45 
4.96 

0.43 
1.18 
1.87 
2.85 
3.30 
4.27 
4.45 
5.51 

4.81 
4.79 
5.75 
5.1 5 
4.78 

Excess Reserves 
Borrowed Reserves 
Net FreeJBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last... 
4/6/11 3/23/11 Change 12 Wks. 26 Wks. 52 Wks. 

1431446 1366438 65008 1207727 1094946 1064070 
19196 19926 -730 24841 36026 51 802 

141 2250 134651 2 65738 11 82886 1058920 101 2268 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Growth Rates Over the last. .. 
3/28/11 312111 1 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 1903.6 1891.8 11.8 14.4% 14.8% 11.2% 
M2 (MI +savings+small time deposits) 8897.3 8898.4 -1.1 2.8% 3.9% 4.4% 

0 201 1, Value L ne Putdish ng LLC. All I gnts reservw. Facl-al marer.al s ootdned lrom SoJrces be.ievea IO be rel.able ana is prov ded H thoJt Narranl es of any I( nd. ThE PJBL 
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resold, srored or transmlted in any printed, electron,c or other form. 01 use0 lor generating 01 marketing any printed or elecllonc pLolication. Sell  ce or ProoJct. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(4/20/11) (1/19/11) (4/21/10) 

3Months Year 
Recent Ago Ago 

(4/20/17) (1/19/11) (4/21/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.85 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 3.07 
Prime Rate 3.25 3.25 3.25 

3-month LIBOR 0.27 0.30 0.31 
Bank CDs 
6-month 0.29 0.30 0.25 
1 -year 0.47 0.48 0.43 

U.S. Treasury Securities 
3-month 0.06 0.1 5 0.1 5 
6-month 0.1 1 0.1 8 0.23 
1 -year 0.21 0.25 0.40 
5-year 2.1 2 1.93 2.49 

1 0-year (inflation-protected) 0.78 0.93 1.40 
30-year 4.47 4.53 4.62 

30-day CP (Al/Pl) 0.1 7 0.27 0.22 

5-year 1.71 1.60 1.99 

1 0-year 3.41 3.34 3.74 

30-year Zero 4.79 4.87 4.87 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

2.99 
2.62 

4.71 
5.45 
5.57 
6.03 

3.33 
3.31 
1.24 
3.58 

5.59 
6.45 
5.49 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 5.06 
25-Bond Index (Revs) 5.58 
General Obligation Bonds (COS) 
1 -year Aaa 0.33 
1 -year A 1.18 
5-year Aaa 1.74 
5-year A 2.81 
1 0-year Aaa 3.37 
1 0-year A 4.49 
25/30-year Aaa 4.80 
25/30-year A 6.1 2 
Revenue Bonds (Revs) (2513O-Year) 
Education AA 5.19 
Electric AA 5.32 
Housing AA 6.01 
Hospital AA 5.65 
Toll Road Aaa 5.33 

Federal Reserve Data 

2.38 
3.03 
2.89 
2.72 

4.78 
5.57 
5.72 
6.1 5 

3.24 
3.1 1 
1.27 
3.64 

5.79 
6.04 
5.49 

5.39 
5.60 

0.39 
1.32 
1.90 
3.00 
3.58 
4.54 
5.1 8 
6.31 

5.56 
5.57 
6.42 
5.73 
5.63 

2.24 
1.86 
2.42 
2.76 

5.03 
5.61 
5.76 
6.1 9 

3.72 
3.08 
1.34 
4.02 

5.92 
6.59 
5.49 

4.43 
4.96 

0.43 
1.16 
1 .83 
2.86 
3.22 
4.22 
4.44 
5.51 

4.79 
4.77 
5.73 
5.15 
4.76 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
4/6/11 3/23/11 Change 12 Wks. 26 Wks. 52 Wks. 

1431443 1366438 65005 1207727 1094946 1064070 
19926 -730 24841 36026 51802 

1412247 1346512 65735 11 82886 1058920 101 2268 
191 96 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Growth Rates Over the Last... 
41411 1 3/28/1 1 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 1904.9 1903.8 1.1 17.1% 13.8% 13.2% 
M2 (M1 +savings+small time deposits) 8923.7 8897.5 26.2 5.4% 4.4% 4.7% 



MAY 6, 2 0 1 1  V A L U E  L I N E  S E L E C T I O N  & O P I N I O N  P A G E  2 2 5 7  

Selected Yields 
3Monfhs Year 

Recent Ago Ago 
(4/27/11) (1/26/11) (4/28/10) 

3Months Year 
Recent Ago Ago 

(4/27/11) (1/26/11) (4/28/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.72 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.94 
Prime Rate 3.25 3.25 3.25 

3-month LIBOR 0.27 0.30 0.34 
Bank CDs 
6-month 0.28 0.31 0.25 
1 -year 0.46 0.49 0.43 
5-year 1.71 1.65 1.99 
U.S. Treasury Securities 
3-month 0.05 0.1 5 0.1 5 
6-month 0.1 1 0.1 7 0.23 
1 -year 0.20 0.26 0.38 
5-year 2.02 1.99 2.50 
1 0-year 3.36 3.42 3.76 

30-year 4.45 4.59 4.63 
30-year Zero 4.79 4.93 4.89 

30-day CP (Al/Pl) 0.24 0.27 0.22 

1 0-year (inflation-protected) 0.77 1.03 1.37 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. Years 

- Current 

- Year-Ago 

5 10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25130-year) BaafBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

2.87 
2.62 

4.68 
5.40 
5.53 
5.95 

3.27 
3.29 
1.22 
3.57 

5.65 
6.46 
5.50 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GOs) 4.98 
25-Bond Index (Revs) 5.54 
General Obligation Bonds (COS) 
1 -year Aaa 0.27 
1 -year A 1.13 
5-year Aaa 1.66 
5-year A 2.75 
1 0-year Aaa 3.28 
1 0-year A 4.41 

25130-year A 6.07 
Revenue Bonds (Revs) (25130-Year) 
Education AA 5.15 
Electric AA 5.28 

Hospital AA 5.60 
Toll Road Aaa 5.29 

25130-year Aaa 4.75 

Housing AA 5.97 

Federal Reserve Data 

2.90 
3.19 
3.06 
2.72 

4.73 
5.52 
5.64 
6.1 0 

3.31 
3.19 
1.24 
3.69 

5.79 
6.52 
5.50 

5.41 
5.66 

0.41 
1.28 
1.91 
2.96 
3.60 
4.49 
5.06 
6.27 

5.46 
5.57 
6.44 
5.75 
5.60 

2.25 
1.88 
2.41 
2.76 

4.99 
5.66 
5.77 
6.23 

3.67 
3.04 
1.29 
3.94 

6.21 
6.64 
5.50 

4.37 
4.93 

0.38 
1.16 
1.79 
2.77 
3.1 6 
4.1 3 
4.44 
5.51 

4.79 
4.77 
5.70 
5.15 
4.73 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
4/20/11 41611 1 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1474421 1431443 42978 12741 52 11 31 439 10781 68 

Net  FreeIBorrowed Reserves 1456491 141 2247 44244 12531 17 1097696 1028833 
Borrowed Reserves 17930 191 96 -1 266 21 035 33743 49335 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Growth Rates Over the Last... 
411 111 1 41411 1 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 1883.7 1903.6 -1 9.9 14.3% 9.8% 10.8% 
M2 (M1 +savings+small time deposits) 8928.1 8922.4 5.7 5.2% 4.3% 4.8% 
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MAY 13, 2 0 1 1  V A L U E  L I N E  S E L E C T I O N  & O P I N I O N  
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Selected Yields 
3Months Year 

Recent Ago Ago 
(5/04/11) (2/02/11) (5/05/10) 

3Months Year 
Recent Ago Ago 

(5/04/11) (2/02/11) (5/05/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.22 0.25 0.25 
3-month LIBOR 0.27 0.31 0.36 
Bank CDs 
6-month 0.28 0.30 0.25 
1 -year 0.46 0.48 0.43 

U.S. Treasury Securities 
3-month 0.02 0.1 5 0.1 5 
6-month 0.06 0.1 7 0.21 

5-year 1.94 2.09 2.29 

1 0-year (inflation-protected) 0.66 1.02 1.27 

30-year Zero 4.66 4.96 4.62 

5-year 1.71 1.59 1.99 

1 -year 0.1 a 0.26 0.38 

1 0-year 3.22 3.48 3.54 

30-year 4.32 4.62 4.39 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. ‘ears 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 

2.56 
2.90 

2.53 
2.81 

4.48 
5.26 
5.39 
5.84 

3.12 
3.30 
1.21 
3.80 

6.06 
6.47 
5.51 

4.86 
5.51 

General Obligation Bonds (COS) 
1 -year Aaa 0.31 
1 -year A 1.17 

5-year A 2.67 
1 0-year Aaa 3.10 

5-year Aaa 1.57 

1 0-year A 4.35 
25/30-year Aaa 4.58 
25/30-year A 6.04 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 5.07 
Electric AA 5.26 
Housing AA 5.95 
Hospital AA 5.55 
Toll Road Aaa 5.24 

Federal Reserve Data 

3.06 
3.45 
3.27 
2.66 

4.86 
5.63 
5.78 
6.1 a 

3.38 
3.26 
1.23 
3.76 

5.79 
6.05 
5.50 

5.25 
5.61 

0.39 
1.17 
1.90 
2.82 
3.51 
4.50 
4.92 
6.24 

5.33 

6.41 
5.69 
5.46 

5.48 

2.45 
1.96 
2.50 
3.01 

4.80 
5.42 
5.59 
6.03 

3.54 

1.29 
2.86 

3.82 

5.59 
6.68 
5.51 

4.37 
4.91 

0.38 
1.19 
1.80 
2.73 
3.1 6 
4.1 2 
4.42 
5.51 

4.74 
4.77 
5.65 
5.1 3 
4.73 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last... 
4/20/11 41611 1 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1474433 1431 443 42990 1274154 1131440 1078169 
Borrowed Reserves 17930 191 96 -1 266 21035 33743 49335 
Net FreeIBorrowed Reserves 1456503 1412247 44256 12531 20 1097698 1028833 

MONEY SUPPLY 
(One-Week Period; in Billions, Seasonally Adjusted) 

Recent levels Growth Rates Over the last... 
411 8/11 4/11/11 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 1888.6 1883.8 4.8 8.2% 12.3% 10.9% 
M2 (M1 +savings+smalI time deposits) 8940.6 8928.2 12.4 3.6% 4.5% 5.1 % 



MAY 20, 2 0 1 1  V A L U E  L I N E  S E L E C T I O N  & O P I N I O N  P A G E  2 2 3 3  

Selected Yields 
3Months Year 3Months Year 

Recent Ago Ago Recent Ago Ago 
(5/11/11) (2/09/11) (5/12/10) (5/11/11) (2/09/11) (5/12/70) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.25 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.70 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.1 5 0.31 0.32 
3-month LIBOR 0.26 0.31 0.43 
Bank CDs 
6-month 0.28 0.21 0.25 
1 -year 0.46 0.29 0.43 
5-year 1.71 1.65 1.99 
U.S. Treasury Securities 
3-month 0.02 0.1 3 0.1 5 
6-month 0.07 0.1 6 0.22 
1 -year 0.1 7 0.29 0.38 
5-year 1.85 2.33 2.28 

1 0-year (inflation-protected) 0.64 1.20 1.25 
30-year 4.30 4.71 4.48 

1 0-year 3.1 6 3.65 3.57 

30-year Zero 4.66 5.02 4.75 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

2.60 
2.60 

4.51 
5.26 
5.33 
5.78 

3.22 
3.1 3 
1.13 
3.44 

6.1 8 
6.47 
5.51 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond index (COS) 4.69 
25-Bond index (Revs) 5.45 
General Obligation Bonds (COS) 
1 -year Aaa 0.28 
1 -year A 1.15 
5-year Aaa 1.48 
5-year A 2.59 
1 0-year Aaa 2.96 
1 0-year A 4.24 
25130-year Aaa 4.48 
25/30-year A 6.01 
Revenue Bonds (Revs) (2513O-Year) 
Education AA 4.98 
Electric AA 5.24 
Housing AA 5.91 

Toll Road Aaa 5.1 7 
Hospital AA 5.45 

Federal Reserve Data 

3.1 7 
3.78 
3.68 
2.66 

4.94 
5.67 
5.82 
6.22 

3.45 
3.31 
1.34 
3.87 

5.80 
6.06 
5.51 

5.25 
5.63 

0.39 
1.16 
1.96 
2.87 
3.57 
4.54 
4.97 
6.26 

5.35 
5.48 
6.44 
5.71 
5.48 

2.04 
1.73 
2.28 
3.01 

4.87 
5.55 
5.72 
6.10 

3.60 
2.94 
1.31 
3.85 

6.02 
6.74 
5.51 

4.29 
4.89 

0.39 
1.19 
1.82 
2.73 
3.1 6 
4.1 3 
4.40 
5.47 

4.75 
4.75 
5.65 
5.09 
4.73 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
5/4/11 4/20/11 Change 12 Wks. 26 Wks. 52 Wks. 

1433323 1474433 -41110 13301 96 11 63742 10921 80 
16908 17930 -1022 19864 31461 47019 

141 641 5 1456503 -40088 131 0332 11 32281 10451 61 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Growth Rates Over the Last ... 
4/25/11 4/18/11 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 191 7.0 1888.7 28.3 12.7% 14.5% 13.0% 
M2 (M1 +savings+small time deposits) 8964.7 8940.7 24.0 6.3% 4.7% 4.9% 
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INTRODUCTION 

2. 

4. 

2. 

4. 

2. 

4. 

Please state your name for the record. 

My name is Timothy J. Coley. 

Have you previously filed testimony regarding this docket? 

Yes, I have. I filed direct testimony in this docket on March 21, 201 1. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address Goodman Water Company’s 

(“GWC” or “Company”) rebuttal comments pertaining to the adjustments I 

recommended in my direct testimony. This testimony will address 

RUCO’s recommended revenue requirements, rate base, operating 

revenue and expense adjustments along with rate design. As a final 

issue, I will propose a hookup fee (“HUF”) that the Commission may 

consider. 

The Director of RUCO, Ms. Jodi Jerich, will sponsor separate testimony on 

RUCO’s policy issues pertaining to GWC’s excess capacity. Ms. Jerich 

will also sponsor RUCO’s position regarding the Company’s additional 

rebuttal rate case expense request. 

Mr. William Rigsby will sponsor RUCO’s recommended cost of capital for 

the Company. 
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SUMMARY OF RECOMMENDATIONS 

Required Revenue 

Q. What are RUCO’s recommended surrebuttal revenue requirements for 

GWC? 

RUCO’s recommended Original Cost and Fair Value Rate Base (“OCRB” 

and “FVRB”) is $1,755,118. The total increase in gross revenue is $8,715. 

A. 

Rate Base Adjustments 

Adiustment No. 1 - Accumulated Depreciation - This is the same 

adjustment that RUCO made in its direct testimony and was fully 

explained there. The adjustment corrected a Company depreciation 

expense formula and increased accumulated depreciation by $3,268 

accordingly. 

Adiustment No. 2 - Excess Capacity - RUCO’s surrebuttal excess 

capacity methodology differs from the methodology RUCO used in its 

direct testimony. However, I did mention this alternative methodology in 

my direct testimony on pages 15 and 16. The adjustment reduces plant in 

service by $1,360,580 and accumulated depreciation by $269,307, which 

RUCO deems as excess capacity. This will be discussed in great detail 

later. 
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Adiustment No. 3 - Advances in Aid of Cons,;uction (“AIAC”) - This is a 

corresponding adjustment to RUCO’s rate base adjustment #2 above for 

AIAC. The adjustment reduces the AlAC balance by $497,983 thereby 

increasing rate base accordingly. This too will be discussed in greater 

detail later. 

Adiustment No. 4 - Accumulated Deferred Income Taxes (“ADIT) - This 

adjustment is a result of RUCO’s three previous rate base adjustments to 

plant, accumulated depreciation, and AIAC. The adjustment increases the 

ADIT liability balance by $50,545 thereby decreasing rate base 

correspondingly. 

Operating Income Adjustments 

Adiustment No. I - Depreciation Expense - This adjustment is the result 

of RUCO’s recommended plant balances that RUCO deems as used and 

useful. The adjustment reduces the Company’s depreciation expense by 

$44,136. 

Adiustment No. 2 - Propertv Tax - This adjustment is the result of 

RUCO’s recommended levels of gross revenues. The adjustment reduces 

the Company’s property tax expense by $3,570. 
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Adiustment No. 3 - Revenue and Expense Annualization - RUCO accepts 

the Company’s revised rebuttal revenue and expense annualization 

calculation. The adjustment increases revenue by $21,708 and 

purchased power by $577 on a going forward basis. 

Adiustment No. 4 - Salaries & Wacles - This adjustment was explained in 

my direct testimony. It reduces salary and wage expense by $4,986 

based on the Consumer Price Index (“CPI”). An additional complementary 

adjustment to taxes other than income tax expense associated with these 

salaries and wages was made that reduced those taxes by $372. 

Adiustment No. 5 - Contractual Services - This adjustment was explained 

in my direct testimony also. It reduces contractual services expense by 

$2,493 based on the CPI too. No additional complementary adjustment to 

taxes other than income tax expense is necessary for this adjustment. 

Adiustment No. 6 - Water Testinq - The Commission Engineering Staff 

recommended this adjustment in its direct testimony to increase water 

testing expense by $1,568. RUCO hereby adopts Staffs proposed 

adjustment here in its surrebuttal testimony. 

Adiustment No. 7 - Income Tax - This adjustment is a direct result of 

RUCO’s level of operating income less income taxes that is taxed by the 
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federal and state governments. The adjustment increases income tax 

expense by $17,162. 

Rate Design 

Q. What type of rate design is RUCO recommending? 

A. RUCO is recommending a rate design that is quite similar to what the 

Company proposes but of course using RUCO’s recommended increase 

in gross revenue. The rate design consists of three-inverted blocks of 

rates for the 5/8 x 3/4 inch and % inch meters for all classes of customers. 

The remaining meter sizes consist of two-inverted blocks of rates. RUCO 

utilizes the same break-over points of usage that the Company proposes. 

Both RUCO and the Company propose shifting more revenue to the 

commodity charge rather than the monthly minimum as the present rates 

currently do. The rates are shown on RUCO’s Rate Design Schedules 

TJC RD-1 thru TJC RD-7. 

Other Issues 

Q. 

A. 

Q. 

A. 

Hookup Fee (“HUF”) Tariff 

Is RUCO proposing a HUF in the instant case for GWC? 

Yes. 

Please describe the HUF that RUCO proposes? 

RUCO proposes the following HUF: 

5 



1 

2 
3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Surrebuttal Testimony of Timothy J. Coley 
Soodman Water Company, Inc. 
Docket No. W-02500A-10-0382 

RUCO’s Proposed Off-site Facilities Hook-up Fees bv Meter Size 

Meter Size 

5/8 Inch 

3/4 Inch 

1 Inch 

1 1/2 Inch 

2 Inch 

3 inch 

4 Inch 

6 Inch 

Amount 

$150 

225 Scaled on 518 meter flow 

375 Scaled on 5/8 meter flow 

750 Scaled on 5/8 meter flow 

1,200 Scaled on 5/8 meter flow 

2,400 Scaled on 518 meter flow 

3,750 Scaled on 5/8 meter flow 

4,500 Scaled on 5/8 meter flow 

a. 
4. 

How did RUCO determine its proposed HUF tariff? 

In the Company’s response to RUCO data request 4.08, GWC stated, 

“The Company’s construction expenditures in 201 0 were approximately 

$5,500. These expenditures related to meter and meter installations, and 

were recorded accordingly.” The Company’s 201 0 Annual Report 

indicates that GWC added 40 new customers since Mr. Bourassa’s 

revised rebuttal Schedule H filing. That results in approximately $150 of 

capital expenditures per new connection as shown above for the 518 inch 

meter. The remaining meters are scaled on the 518 meter using the 

NARUC meter multiplier. 
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Since the Company has plant in place to serve up to 1,800 customers’, 

the HUF fee needs only to cover the costs of the meters and their 

installation. Any amount higher than this would provide the utility excess 

cash beyond the true costs of the hook-up. 

Q. 

A. 

Q. 

A. 

How does RUCO propose the Company record the HUF? 

RUCO proposes that the Company should record the HUF as 

contributions in aid of construction. 

Deferred Depreciation Expense Accounting Order 

Is RUCO proposing the Commission adopt an accounting order that would 

allow the Company to recover the depreciation expense forgone from 

RUCO excluding the plant from rate base in its excess capacity 

adjustment? 

Yes. Exclusion of the excess capacity in current rates merely changes 

from whom the costs are recovered and when. When growth actually 

occurs, the full amount of the investment found at that time to be prudent 

would receive rate base treatment and rate recovery. RUCO also 

recommends that any excess capacity disallowance in this case carry with 

it an accounting order that would allow the Company to eventually recover 

any depreciation expense that accrued on the excess capacity prior to the 

time it was placed in rate base. This would be accomplished through a 

‘ Staff Report, September 2, 201 0, p. 2. 
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deferral accounting order and eventual amortization when the capacity 

becomes used and useful. Thus, once new customers materialize and the 

excess portions of the plant are placed in rate base, the Company would 

be made whole. 

ORIGINAL COST RATE BASE (“OCRB”) ADJUSTMENTS 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Adjustment No. 1 - Accumulated Depreciation 

Please explain RUCO’s adjustment that increased the Company’s 

accumulated depreciation balance by $3,268? 

This adjustment was explained in detail in my direct testimony. In short, 

the adjustment corrected the Company’s depreciation expense formulae in 

year 2007 when two different depreciation rates were utilized. 

Did the Company accept RUCO’s correction to the depreciation expense 

calculation for year 2007? 

Yes. The Company made rebuttal adjustment #2 labeled (C) that 

corrected the depreciation expense calculation for year 2007. 

Adiustment No. 2 - Excess Capacitv 

Did the Company accept RUCO’s excess capacity adjustment? 

No. However, the Company did make two adjustments that reduced plant 

in service by $107,350, which could be viewed as excess capacity 

adjustments. 
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Q. 

A. 

How did the Company respond to RUCO’s excess capacity adjustment? 

The Company said it “strongly disagrees with RUCO’s arithmetic approach 

and resulting conclusion.” In essence, the Company claims I am 

unqualified to make an excess capacity adjustment since I am not a 

licensed professional engineer. GWC also stated that, “Under RUCO’s 

approach, RUCO eliminates 43% of the cost of the 400,000 gallon storage 

tank at Water Plant No. 1 .” 

The Company is critical of RUCO’s excess capacity adjustment on several 

other points. First the Company stated, “RUCO also eliminates 43% of 

the meter costs even though there are only 649 meters installed at the end 

of the test year and the fact that there were over 620 active customers at 

the end of the test year. In other words, RUCO’s recommendation only 

recognizes the cost of about 370 meters (649 X 57%).” Second, the 

Company stated “that RUCO eliminates 43% of the cost of the Company’s 

two (2) wells. Whereas, Mr. Scott and Mr. Taylor find that both wells are 

necessary and used and useful.” 

Finally, the Company concludes that the basis for RUCO’s excess 

capacity adjustment was flawed because “RUCO believes the Company 

over-anticipated GWC’s build-out date and constructed plant to serve the 

projected build out. However, Mr. Coley’s analysis is an after-the-fact 

analysis. As previously indicated, the Company acted prudently in 
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building plant based upon what was known at the time the plant design 

and construction decisions were made.” 

Q. 

A. 

How do you respond to the Company’s assertions regarding RUCO’s 

excess capacity adjustment? 

First, I agree with the Company that I am not a licensed professional 

engineer. But as this Commission has made clear before, one does not 

have to be an engineer to determine what plant is used and useful. In 

Decision No. 58743, in the matter of the Application of Pima Utility, this 

Commission said: 

Although there was evidence that a small percentage of this 
additional plant may be considered used and useful from an engineering 
perspective, as of the date of this hearing, for ratemaking purposes this 
additional plant is not used and useful under the circumstances.” 

I am also not an attorney, but I am a rate analyst, and the Commission 

has made it clear in numerous cases, including Pima Utility and the recent 

Gold Canyon case, Decision No. 70624, that excess capacity is not 

reserved only for the opinion of an engineer. The Company’s one- 

dimensional view of this issue flies in the face of what this Commission 

has decided on this issue historically. 

All intervening parties in this case made an excess capacity adjustment to 

some varying degree in direct testimonies except for the Company until its 

rebuttal testimony. It is obvious to most of us that some level of excess 

10 



1 

2 

3 

I 4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

~ 22 

23 

, 
, 

I 

I 

Surrebuttal Testimony of Timothy J. Coley 
Goodman Water Company, Inc. 
Docket No. W-02500A-10-0382 

capacity exists either through an engineering analysis or an accounting 

analysis. 

Even Staffs engineer has concluded that there is excess capacity. Staff 

and the Company cannot even agree on what an appropriate “engineering 

analysis” should be. They both have a different “planning horizon”. 

RUCO’s analysis included recognition of the Company’s engineering 

design and Staffs engineering reports over several years. In fact in 

RUCO’s direct testimony schedules, RUCO’s denominator in its excess 

capacity factor came straight from Westland Resources, Inc., which 

outlines the “Planning and Design Criteria EDU’s” that was used to design 

GWC’s water system. I would contend that RUCO’s methodology to make 

its excess capacity adjustment is more than a mere “arithmetic approach.” 

The calculation is 50 percent of actual customer growth (accounting in 

nature) and 50 percent from an engineering firm’s design report that 

designed GWC’s water system. 

Q. 

A. 

Mr. Coley, from the 500 foot level, why does RUCO believe its excess 

capacity methodology is preferable to the Company and Staffs? 

The Company and Staff have performed an “engineering analysis” to 

determine excess capacity. The “engineering analysis” looks at a 

“planning horizon” which includes estimates of customer growth over a 

11 
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five year period. Under the engineering approach, as long as the 

estimates were reasonable at they time they were made, the plant that 

was built to serve the growth is recoverable. 

From RUCO’s perspective, the problem with the “engineering analysis” is 

that the risk that the customer growth will not occur is all placed on the 

current ratepayers. In cases like the present case where the growth 

estimates were grossly overstated, the current ratepayers are being asked 

to shoulder a very heavy burden. Only in a regulatory environment can 

such a lopsided analysis ever be considered. This is further supported 

and discussed in Ms. Jerich’s testimony. 

As Ms. Jerich’s testimony will explain, RUCO does not buy into the 

“engineering analysis”. Rather, RUCO’s position is that the current 

customers should only have to pay for the plant designed for them that is 

currently and actually being used. This is a standard and well known 

ratemaking principle and should not be abandoned here. 

The utility’s claim that RUCO’s position is a disincentive for the utility to 

build new plant because the utility will not recover its costs if their growth 

projections are wrong. RUCO recognizes this concern and agrees that it 

is a valid concern. In response, RUCO proposes a “reserve margin” which 

is an amount of excess capacity, not the full amount, consistent with the 

facts and circumstances of any given case that will allow the utility’s 
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recovery of a portion of the excess capacity for the purpose of providing 

an incentive to build. 

RUCO’s position, conceptually, is a mitigating position designed to 

balance the risk between shareholders and ratepayers of un-obtained 

growth. Without that balance, the Company has 2 incentive to check its 

growth projections, Furthermore, RUCO has never proposed that the 

Company not recover that portion of the excess capacity that is denied. 

RUCO agrees that the Company should recover the excess capacity when 

it becomes used and useful. 

Q. 

A. 

Please address the Company’s assertion that RUCO’s excess capacity 

adjustment eliminates 43 percent of a 400,000 gallon storage tank at 

Water Plant No. 1. 

I agree with the Company that RUCO’s direct testimony excess capacity 

adjustment did indeed remove approximately 43 percent of the 400,000 

gallon storage tank at Water Plant No. 1. The adjustment has been 

modified and updated in RUCO’s surrebuttal excess capacity adjustment, 

which now allows recovery of 100 percent of that water storage tank. This 

is reflected in RUCO’s Surrebuttal Schedule TJC-5. RUCO’s surrebuttal 

adjustment for excess capacity will be discussed in great detail later in this 

testimony. 
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Q. 

A. 

Q. 

4. 

Please respond to the Company’s claim that RUCO’s direct testimony 

adjustment for excess capacity eliminates 43% of the meter costs. 

RUCO again agrees with the Company’s claim that RUCO’s excess 

capacity methodology that was utilized in its direct testimony did in fact 

remove approximately 43 percent of the meter costs. This too has been 

modified and updated in surrebuttal testimony. Now, 100 percent of the 

meters are considered to be used and useful. This is also reflected in 

RUCO’s Surrebuttal Schedule TJC-5. 

In addition to the meter costs, RUCO also modified and updated its direct 

testimony excess capacity adjustment here in the surrebuttal phase to 

account for the services and hydrants accounts as 100 percent used and 

useful as shown on RUCO Schedule TJC-5 too. 

Please respond to the Company’s assertion that RUCO eliminated 43 

percent of the cost of the Company’s two wells in its direct testimony 

excess capacity adjustment. 

RUCO agrees with the Company that the direct testimony adjustment for 

excess capacity did eliminate approximately 43 percent of the two wells. 

Again, this adjustment has been modified and updated in RUCO’s 

surrebuttal testimony. RUCO now recognizes the two wells as being 100 

percent used and useful. This is shown on RUCO Surrebuttal Schedule 

TJC-5 also. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Earlier you mentioned the Company made two rebuttal adjustmet-,,; that 

reduced plant in service by $107,350, what two adjustments did GWC 

make in its rebuttal filing that reduced plant in service by the $107,350? 

The Company claimed to remove the “cost” of over sizing the 530,000 

gallon water storage tank plant addition at Water Plant No. 3, which the 

Company claimed the cost was $72,350. In addition, GWC reduced the 

cost of an inter-Company land acquisition by $35,000 for a total Company 

rebuttal adjustment of $1 07,350. 

Does RUCO agree with the Company’s rebuttal adjustments to plant in 

service that reduces rate base by $107,350? 

RUCO agrees that an adjustment is necessary to reduce plant in service 

for both of the accounts referenced above. However, RUCO does not 

believe the Company’s adjustments go far enough. The Company 

appears to have made a small acknowledgement of excess capacity, but 

the evidence demands a much larger adjustment. 

What adjustments does RUCO recommend for the land and storage tanks 

accounts in its surrebuttal testimony? 

Both RUCO and the Commission Staff recommend the Commission adopt 

much larger adjustments for both of the accounts. RUCO recornmends 

reducing the land account by $225,673 while Staff recommended a direct 

testimony adjustment that decreases the cost basis of the Company’s 

15 
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2008 land purchase by $369,50 

transaction. 

Q. 

A. 

Q. 

A. 

because it was a non-arm’s-length 

As for the storage tank over sizing adjustment, RUCO recommends an 

adjustment to reduce the account balance by $194,456. Staff 

recommended decreasing the storage tank account by $185,049 in its 

direct testimony. I might add that the Eagle Crest Ranch Subdivision 

Homeowners (“ECR”) also recommended reducing both of the accounts. 

What amounts did ECR recommend to decrease the land and storage 

tank accounts by? 

From reviewing their testimony, it is difficult to determine the exact 

amounts that ECR is recommending, but its overall excess capacity 

adjustment recommendation is in the ballpark of both RUCO and Staffs 

recommendations regarding those two accounts. 

Specifically, does RUCO agree with the Company’s adjustment to reduce 

the cost for “over sizing” the storage tank account by $72,350? 

No. 
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Q. 

A. 

Q. 

A. 

Please explain RUCO’s reason for disagreeing with the Company’s 

$72,350 reduction for “over sizing” the storage tank account for Water 

Plant No. 3. 

The “over sizing” was a direct result of the Company’s intention to serve 

an additional or extension of GWC’s current Certificate of Convenience & 

Necessity (“CC&N”) located west of Oracle Road. Since the Company 

“over sized” the tank by 190,000 gallons, RUCO’s rationale was that the 

Company “over sized” the tank by 35.85 percent (190,000 gallons / 

530,000 gallons = 35.85 percent). RUCO’s excess capacity factor of 

35.85 was multiplied by the $542,431 of the total storage tank plant 

additions in 2007 and 2008 for Water Plant No. 3. All costs associated 

with Water Plant No. 3 should be subject to the excess capacity 

adjustment and not just the additional metal that it took to “over size” the 

tank vessel itself. 

Does RUCO have any other concerns regarding the “over sizing” of Water 

Plant No. 3 storage tank? 

Yes. The Company booked $72,350 in 2007 of what it describes as the 

cost for the storage tank’s “over sizing” while the remaining $470,081 to 

complete the tank’s construction was not booked until one-year later in 

2008. This appears to be a classic case of putting the buggy in front of 

the horse to RUCO. At the time of this writing, RUCO has issued a data 

request seeking more information about this bizarre booking of costs. The 
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question is how one knows its precise costs before something is 

completely built and all invoices have been issued and received. 

RUCO’s excess capacity storage tank adjustment of $194,456 is reflected 

in surrebuttal Schedule TJC-5. 

Q. 

4. 

Q. 

4. 

In your surrebuttal summary of rate base adjustments section, you 

mentioned that RUCO’s methodology in calculating its excess capacity 

differed in direct testimony than what RUCO proposes here in surrebuttal 

testimony. What is the primary difference in RUCO’s methodology 

regarding its surrebuttal excess capacity adjustment? 

The primary difference is RUCO’s surrebuttal methodology focuses solely 

on GWC’s plant additions since its last rate case and takes dead aim at 

those plant items. I will fully discuss this methodology in more detail next. 

Why did RUCO modify its methodology in surrebuttal? 

The Company’s rate analyst, Thomas Bourassa, stated, among other 

things that “RUCO uses the shotgun approach and reduces the cost of all 

plant without consideration as to whether plant is actually necessary and 

used and useful.” RUCO does not necessarily agree with Mr. Bourassa 

on this issue as is discussed further in Ms. Jerich’s testimony. However, 

the Company has raised some valid points and rather than parse 

arguments, RUCO has reconsidered its methodology for calculating its 
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excess capacity adjustment. RUCO’s surrebuttal methodology is more 

adapted to the facts and circumstances of this case. RUCO’s surrebuttal 

methodology is more of a rifle than shotgun shot approach aimed directly 

at the Company’s plant additions since GWC’s last rate case. Specifically, 

it is the Company’s following eight plant accounts that RUCO deems as 

having excess capacity: 

1. Organization 2. Land 

3. Structures & Improvements 4. Electric Pumping Equipment 

5. Water Treatment Equipment 6. Reservoirs & Standpipe 

7. Transmission & Distribution Mains 8. Other Plant & Misc. Equip. 

3. 

4. 

Please explain the difference in RUCO’s direct and surrebuttal 

methodologies for determining its excess capacity calculation in more 

detail. 

RUCO’s excess capacity methodology differs from its direct testimony in 

essentially two aspects. For comparative purposes, I will briefly 

summarize RUCO’s direct excess capacity methodology. RUCO simply 

utilized the number of customer counts at the end of year 2010 - one-year 

post test year end - and added a ten percent reserve margin2 (666 x 1.10 

= 733). The number of customers at the end of year 2010 including the 10 

percent reserve margin (733) was then divided by 1,2883 equivalent 

’ Ms. Jerich discusses RUCO’s ten percent reserve margin for this case in detail in her testimony. 
’ The 1,288 EDU’s was reported by the Company in a compliance filing to the Commission, dated 
July 31, 2007 and was attached as an exhibit in RUCO’s direct testimony as RUCO Exhibit 3. As 
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dwelling units (“EDU’s”) that the system was engineered and designed to 

serve (733 / 1,288 = 56.88%) to obtain the used and useful factor of 56.88 

percent. The 56.88 percent used and useful factor was then multiplied by 

all total plant account balances, which resulted in RUCO’s used and useful 

plant in service recommendation of $3,102,039 and was shown on 

RUCO’s Direct Schedules TJC-5, TJC-3, and TJC-2. 

a. 

4. 

Please explain RUCO’s surrebuttal methodology in determining its used 

and useful factor to account for GWC’s excess capacity? 

RUCO’s surrebuttal excess capacity methodology measures the customer 

and plant growth on a percentage basis since the Company’s last rate 

case, which utilized a test year end of September 30, 2005. In other 

words, it does not include plant and customers from the last rate case and 

earlier. GWC had 459 customers at the end of that test year. As in 

RUCO’s direct testimony, RUCO simply utilized the number of customer 

counts at the end of year 2010 - one-year post test year end - and added 

a reserve margin of ten percent (666 customers x 1 .I 0 reserve margin = 

7334 customers) to obtain RUCO’s first number in its customer growth 

calculation since GWC’s last rate case. 

3 sanity check, RUCO utilized the Company’s response to an “Intervenor’s” data request number 
3 labeled as Appendix “ A  and was attached as RUCO Exhibit 4 in the same testimony. 
This number is rounded for presentation purposes. The actual number is 732.6. I 
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Next, I subtract the 459 customers that GWC served in its last rate case at 

test year end September 30, 2005 from the 733 customers, as calculated 

above, which results in a customer growth number of 274 customers (733 

- 459 = 274 additional customers) since GWC’s last rate case. The 274 

additional customers since the last rate case is then divided by the 459 

customers GWC served at test year end September 30, 2005 (274 / 459 = 

59.61% customer growth rate since GWC’s last rate case) that results in 

the 59.61 percent of customer growth since the Company’s last rate case. 

The final number of RUCO’s surrebuttal excess capacity methodology 

measures GWC’s plant growth in dollars since the Company’s last rate 

case also. Commission Decision No. 69404, dated April 16, 2007, 

authorized $2,365,813 of gross plant in service. The Company has added 

$3,087,948 of plant additions since that previous rate case. That results in 

a 130.52 percent increase ($3,087,948 plant additions / $2,365,813 plant 

authorized in last rate case = 130.52% increase in plant) in plant additions 

since September 30, 2005. 

RUCO derives its surrebuttal used and useful factor of 45.67 percent, 

shown on Surrebuttal Schedule TJC-5, by dividing the customer growth 

rate of 59.61 percent, including the reserve margin, by the additional plant 

growth of 130.52 percent (59.61% customer growth / 130.52% plant 

growth = 45.67%) since the Company’s last rate case. Unlike RUCO’s 
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direct testimony excess capacity methodology, RUCO’s surrebuttal used 

and useful factor of 45.67 percent is multiplied by only the corresponding 

plant additions since GWC’s last rate case. 

Q. 

A. 

Q. 

Did RUCO provide any direct testimony regarding its current surrebuttal 

excess capacity methodology? 

Yes. RUCO’s direct testimony on pages 15 and 16 summarized the 

methodology that is used here in its surrebuttal testimony. In addition, 

RUCO filed direct errata testimony that further discussed the excess 

capacity methodology used in its surrebuttal testimony. 

When answering the following question, please refer to the scenario in the 

table below: 

Number of Percentage of 
Year Customers Customer Growth 

2006 

2007 

2008 
2009 

201 0 

4845 
57g6 

695’ 

834’ 
1,001~ 

20% 

20% 

20% 

20% 

GWC’s actual year end customer counts in the Company’s Annual Report filed with the ACC. 
Id. 
The projected 20% customer growth rate from the previous year. 
Id. 
Id. 

5 

6 

8 

9 
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1 

2 

3 

To plug those numbers, as shown in that table into RUCO’s surrebuttal I lA- 

Would RUCO be recommending an excess capacity adjustment in this 

case if the Company had actually experienced an annual growth rate of 20 

percent through 2010? 

8 

9 

19 

20 

21 

22 

10 

dollars over the same time period as shown on the previous page. There 

would be no excess capacity in this scenario because customer growth 

did not lag behind the plant growth. However, this scenario did not play 

out. Thus, excess capacity exists that was built to serve future growth that 

11 
12 
13 
14 
15 
16 

17 

18 

excess capacity calculation, as explained earlier, it would produce the 

following result: 

(1,001 customers x 1.10 reserve margin) = 1,101 

1,101 - 459” = - 642 = 140% customer growth 
459 459 

As one can see, the 140 percent of customer growth since the Company’s 

last rate case would exceed the 130.52 percent plant growth measured in 

23 does not exist today. The current ratepayers of GWC should not be held 

GWC’s actual test year end September 30, 2005 customer count. 10 
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completely responsible for the Company’s errant growth projections, which 

are shown and evidenced in RUCO’s Exhibit 1. 

62. 

4. 

62. 

4. 

Did RUCO make any unique excess capacity adjustments for any of 

GWC’s rate base items that did not utilize RUCO’s 45.67 percent used 

and useful factor explained on the previous pages? 

Yes. RUCO made two unique used and useful adjustments when 

accounting for its excess capacity adjustment(s). 

Please explain RUCO’s excess capacity adjustments to the two rate base 

items that did not utilize the 45.67 percent used and useful factor that 

RUCO calculated and explained earlier? 

The first rate base item concerns the plant account of Distribution 

Reservoirs & Standpipe. This was briefly discussed earlier. In 

determining the excess capacity factor for that account, RUCO simply 

divided the “over sized” 190,000 gallons, which the Company admitted to 

in its rebuttal testimony, by the 530,000 gallon total capacity of the storage 

tank (190,000 / 530,000 = 35.85%) to obtain the 35.85 percent excess 

capacity factor. The used and useful factor is the reciprocal of the excess 

capacity factor, which is 64.15 percent. The 64.15 percent was multiplied 

by the 2007 and 2008 Distribution Reservoirs & Standpipe plant additions 

totaling $542,431 since GWC’s last rate case that resulted in $347,975 
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(64.15% x $542,431 = $347,975”) as being used and useful and the 

remaining $194,456 deemed as excess capacity, as previously noted on 

page 13. Please refer to that page for a further discussion regarding this 

storage tank adjustment. 

Q. 

A. 

Q. 

A. 

What is the second rate base item that RUCO utilized a different and 

unique used and useful factor when making its excess capacity 

adjustments? 

The second rate base item that had a different and unique used and 

useful factor, other than the 45.67 percent referenced earlier, for the 

calculation of the excess capacity adjustment was AIAC. This will be 

discussed and explained more fully later in the surrebuttal adjustment 

section for AIAC. 

Is RUCO still asserting that the fire flow upgrades are a primary driver in 

its excess capacity adjustment? 

No. In response to RUCO data request 4.05, the Company stated GWC 

“did not pay for or otherwise record any costs for upgrading the fire flow 

capacity for Water Plant #4.” Although when first asked by the 

“Interveners” in data request 3.04, GWC requested more time to look into 

the fire flow upgrade costs and would provide a supplemental response 

later. RUCO never saw the Company’s supplemental response to the 

Due to rounding the percentage in the calculation. 11 
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“Interveners” for this issue. The Company apparently did not know what it 

had paid for and what D. R. Horton Homes had paid for. That was 

somewhat confounding to RUCO. 

Q. 

4. 

Is RUCO recommending the same excess capacity methodology as it did 

in the Gold Canyon case? 

No. Gold Canyon involved a completely different set of facts and 

circumstances. RUCO’s argument on excess capacity is the same, but 

the calculation used to arrive at its adjustment is different. 

In Gold Canyon, RUCO calculated a reserve margin. The reserve margin 

was calculated as follows: 

As shown on Schedule RLM-4 under the heading “NOTE”, 

the Company’s data indicates at the end of 2005 the influent 

flow rate at the Gold Canyon Water Reclamation Facility was 

0.708 mgd out of a maximum capacity of 1.9 mgd. This 

indicates that 62.74 percent of the total capacity in the new 

treatment plant is in excess of the test-year ratepayers 

needs. However, to incorporate an “excess reserve” 

component I selected the projected flow rate at the end of 

2008 of 1.367 mgd (equating to an excess capacity of 28.05 

percent) as a reasonable determinant to calculate the 

percentage of excess capacity at this wastewater treatment 

plant. 
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In the instant case, RUCO determined a 10 percent reserve margin is 

more appropriate. First, RUCO realizes that a water system cannot be 

designed to serve the exact same number of current customers in an 

economically feasible manner. Over the short-run or a period of one-year 

or less, there may be some excess capacity in a water system that is 

inevitable if we seek economies of scale. But, there should not be excess 

capacity over the long-run, particularly with water systems. In essence, 

excess capacity results in higher rates to the current ratepayers and is 

inherently unfair. 

The Company’s growth projection miscalculations should not be the entire 

burden of the current ratepayers. This is more fully addressed in Ms. 

Jerich’s testimony too. 

Second, RUCO’s 10 percent reserve margin exceeds the Company’s 6 

percent customer growth rate from year 2009 to 2010. The reserve 

margin of 10 percent allows ample time for the Company to make any 

necessary service line connections and meter installations. 

Finally, RUCO has balanced the risks between the current ratepayers and 

the shareholders by its proposal to use a 10 percent margin of reserve. 

Moreover, RUCO’s proposal will incent utilities to build capacity as needed 

to meet its customers’ new service connections. 
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In both cases, the reserve margin benefits the utility. It also shifts some of 

the risk that growth will not occur from the ratepayer to the shareholder. 

At the same time, it provides the Company incentive to build the plant 

necessary to meet its customers’ needs. 

Q. 

A. 

Q. 

A. 

Are there any other issues pertaining to the Company’s rebuttal comments 

regarding RUCO’s excess capacity adjustment and/or points of 

clarification that RUCO wishes to address? 

Yes. 

Please continue. 

RUCO will present another way to analyze the impact of the additional 

$3.1 million in plant additions on a per customer basis, which produces 

much the same results as what RUCO recommends in its surrebuttal 

schedules for GWC’s revenue requirement. The analysis will look at what 

the year end plant values and per year end customer counts were over a 

period of years of 2003 thru 201212. The analysis divides the total year 

end plant values by the year end customer counts (Le. for test year end 

2009 the calculation would be $5,453,761 / 626 = $8,712), which results in 

a plant value per customer using the following data point table (See 

RUCO Exhibit 2 - Pages 1 thru 4): 

l2 Years 2011 and 2012 were projected at the 2009 to 2010 customer and plant growth rates of 
40 and $5,500 respectively. 
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Q. 

A. 

Year 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 

201 1 

2012 

Year End 
Plant Value 

$ 1,639,314 

2,044,028 

2,697,594 

2,716,303 

3,686,972 

5,424,334 

5,453,761 

5,459,261 

5,464,761 

5,470,261 

Year End 
Customers 

202 

370 

479 

484 

579 

612 

626 

666 

706 

746 

Plant 
Per Customer 

$ 8,115 

5,524 

5,632 

5,612 

6,368 

8,863 

8,712 

8,197 

7,741 * 
7,334 * 

Projected at 2010 customer and plant growth levels of 40 additional 

customers and $5,500 of additional capital expenditures for meter and 

service installations. 

That data shows that the plant value per customer is higher in years 2008 

and 2009 than any other years since the conception of GWC. 

That is true Mr. Coley, but isn’t the plant value per customer in 2003 also 

high? 

Yes, but the Company was experiencing significant growth at that time. 

The following year in 2004 there was a significant drop in the plant value 

per customer from $8,115 in year 2003 to $5,524 in year 2004 because of 

the 83 percent customer growth rate during those years. 
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To expand on the analysis using the same data point table above, one 

could also calculate the average and median plant values per customer 

over the seven-year period of 2003 thru test year end 2009. The average 

plant value per customer over the seven-year period is $6,975 while the 

median is $6,368 of plant value per customer over the same time period. 

Referring back to the data point table for test year end 2009, the 2009 

plant value per customer, shown in the last column to the right, shows that 

GWC’s ratepayers are saddled with $8,71213 of plant per customer. This 

is graphically shown in RUCO’s Exhibits 3 and 4. Whereas, the average 

and median plant value per customer over the seven-year period was 

$6,975 and $6,368. 

From that data, one can multiply the number of customers at test year end 

of 62614 by the difference between the $8,712 of plant per customer in the 

test year end, as shown in the data point table for 2009, less the average 

and/or median plant value per customer over the seven-year time period, 

which results in an excess capacity calculation as shown on the following 

page: 

The $8,712 is only superseded by one-year in the data point table, which was the previous year 13 

2008 in which the plant value per customer was $8,863. 
l4 As updated in the Company’s rebuttal filing. 
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Average Plant Median Plant 
Per Customer Per Customer 

Plant Value per Customer in 200915 $ 8,712 $ 8,712 

Average and Median Plant Value” 6,975 6,368 

Difference $1,737 $ 2,344 

x Number of Customers in 2009 626 626 

Excess Capacity per Customer $ 1,087,362 $ 1,467,344 

Q. 

4. 

Q. 

4. 

Well Mr. Coley, that method of determining excess capacity also yields 

similar results to RUCO’s surrebuttal adjustment of $1,360,580 for excess 

capacity doesn’t it? 

Yes, it does. Any way one rolls, slices, or dices it, it comes up as excess 

capacity. 

Briefly comment on Mr. Bourassa’s inference that when the Company 

made the decision to construct all of the $3.1 million in plant additions the 

decision makers were not privy to the upcoming economic and real estate 

collapse, and therefore, the decision was prudent to construct the plant, 

which in essence has the capacity to serve all customers at build-out. 

The issue here is prudency. The issue is what plant is used and 

useful at the time of the Commission’s review as supported in Ms. Jerich’s 

testimony. The Arizona Corporation Commission (“ACC’’) ruled in 

Decision No. 64282, dated December 28, 2001, the following: 

As shown in RUCO’s data point table. 
The average and median plant are based on the seven-year period of 2003 thru 2009. 

15 
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E. Plant Held For Future Use 
In order to take advantage of an Arizona Department of 

Transportation (“ADOT) highway improvement project, Arizona 
Water installed 80 feet of 12-inch steel casing across State 
Highway 260 in Lakeside by means of an open trench. The 
Company plans to utilize the new steel casing to replace an 
existing water line in 2003 to serve a subdivision. Arizona Water 
claims that the $17,912 cost of the project, compared to the 
approximately $40,000 cost if the open trench had not been 
used, reflects a prudent decision by the Company that will result 
in savings to customers. 

We agree that the Company’s decision to take advantage of 
the ADOT project was prudent. However, we disagree that the 
Company is entitled to recover the cost of placing the steel 
casing in this proceeding since the plant is not used and useful 
at this time. After the project to the subdivision is completed, the 
Company may seek inclusion in rate base. Until the plant is 
being used for provision of utility service the costs are not 
includable in the Company’s rate base. 

RUCO’s excess capacity argument simply reiterates that Decision’s ruling 

that the Commission should not allow the Company to include the plant 

additions in rate base that was designed to serve the number of build-out 

customers even if the decision makers’ original decision may have been 

prudent. Again, this is not a prudency issue. It is a used and useful issue. 

In fact, the Commission’ Engineering Staff has stated in numerous reports 

to the ACC that on November 24, 2006, “The Company’s current well 

source and storage capacity,” which was 400,000 gallons or 530,000 less 
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than today’s storage capacity, “are adequate to serve the present 

customer base and reasonable g ro~ th ’~ . ”  

On September 2, 2010, Staff Engineering compliance report for Decision 

No. 69404 stated the following: 

According to the Company’s Annual Report, the Company’s 
water system consists of two wells (totaling 1,240 GPM), two 
storage tanks (totaling 930,000 gallons) and a distribution 
system serving 597 customers as of December 2007. 
Based on these plant capacities, this system can currently 
serve approximately 1,800 customers. 

Staff concludes that the water system has sufficient capacity 
to meet the customer growth through 2019. 

For all of these reasons stated in this testimony, $1.36 million of the $3.1 

million of the plant additions is not used and useful and is excess capacity. 

These plant additions should be recorded as plant held for future use and 

- not be afforded rate base treatment at this time. After the Company 

approaches build-out capacity, the Company may seek inclusion in rate 

base at that time. 

Q. 

4. 

Can you cite a real world example of why this distinction between 

prudency and the used and useful principle is so critical in regulation? 

Yes. Suppose I performed an analysis in mid 2007 that supported my 

decision to build a local six-bay auto mechanic shop. I acted in good faith 

Direct Testimony of Staffs Engineer in GWC’s last rate case in Docket No. W-02500A-06- 17 

3281. 
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on the results from my analysis. My decision was made prudently to 

construct the six-bay shop based upon what was known at the time of the 

shop design. The economy began to collapse as the shop was being 

completed. As it turned out, my customer base would only support three 

of my six-bays, but I had invested an amount that required enough 

customers to support the six-bay investment. Could I simply charge my 

customer base more to make up the deficiency between the six versus 

three-bay shop? The answer is obviously no. If I did so in a competitive 

environment, my customer base would go down the road to another auto 

mechanic shop for service. GWC’s ratepayers do not have that alternative 

because the Company is the sole provider of water service in the area. 

Yet, the Company wants to pass all the costs along to the roughly 650 

current ratepayers for a plant designed to serve approximately 1,000 

customers. That is simply wrong. 

Q. 

A. 

In RUCO’s opinion, did the Company act prudently? 

RUCO questions whether the Company acted prudently when it built the 

plant. 

There were some indicators already present that GWC should have 

considered when constructing plant for build-out capacity. For instance, 

the following year end customer growth table should have provided some 

level of caution in proceeding as shown on the next page: 
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Q. 

A. 

Year 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

201 0 

Number of 
Customers 

71 

202 

370 

479 

484 

579 

61 2 

626 

666 

Number of 
Customer 
Growth 

71 

131 

168 

109 

5 

95 

33 

14 

40 

Percentage of 
Customer 
Growth 

100% 

185% 

83% 

29% 

1% 

20% 

6% 

2% 

6% 

As can be seen in the customer growth table above, there was certainly a 

pattern of slowing growth in both the number and percentage of customers 

from 2004 thru 2006, as well as in 2008. 

Please sum up RUCO’s testimony regarding GWC’s glaring excess 

capacity issue. 

RUCO’s surrebuttal position is overall the same as its direct testimony 

position with the exception of the method used in calculating GWC’s 

excess capacity adjustment. I will reiterate my overall direct testimony 

and surrebuttal position that, quite frankly, “GWC’s current ratepayers 

should not have to pay higher rates for plant that is intended for future” 

customer growth. While GWC may have constructed plant to serve 
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anticipated growth (See RUCO Exhibit 1 on lines 20 and 21)’ that growth 

never materialized. GWC’s customers should not bare the entire burden 

of the Company’s growth miscalculations. The Company is already 

afforded a monopoly status and protected from any and all outside 

competitive forces. To further insulate the Company from risk at the total 

expense of its ratepayers is unfair and inappropriate. I also agree with 

Eagle Crest’s Interveners’ position that it would be an inter-generational 

inequity to do so. 

RUCO also would strongly support the Eagle Crest’s Interveners’ position 

that the land acquisition from an affiliate should be booked on GWC’s 

books at the lower of cost or market value as prescribed by the NARUC 

Guidelines of cost allocations. 

RUCO believes that the Company at all times was keenly aware that it 

over-anticipated GWC’s build-out date as shown in RUCO Exhibit 1 and 

wrongly constructed the plant that would be necessary to serve the 

projected number of customers at an erroneous projected build-out date. 

The situation is both very similar and exactly opposite of the key line in the 

movie Field of Dreams, which was “If you build it, they[sic] will come.” 

GWC built it, but they are not coming. At GWC’s public comment meeting 

in Saddlebrook, Arizona on May 18, 201 1, a realtor in the area provided 
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public comment that potential homebuyers are avoiding buying in Eagle 

Crest Ranch (“ECR”) Subdivision simply because of the current high water 

rates. Another substantial rate increase will undoubtedly continue to 

hinder growth in ECR and keep rates high on the existing ratepayers. 

RUCO is not recommending that the Company should never be afforded 

and receive rate base treatment of the excess capacity. As the excess 

capacity becomes used and useful and the Commission approves rate 

base treatment of the plant, the Company can earn a return on it at that 

point. If the Commission allows the Company to rate base this excess 

capacity now and earn a return on it, potential buyers in ECR will have to 

factor in their decisions to pay water bills that are approximately 50 

percent higher than they are today. These buyers will be attracted to 

homes down the road where water rates are lower and reasonable. This 

is likely to stunt growth. The current ECR homeowners will be strapped 

with higher rates and a water system that was intended to serve some 

additional 50 percent of customers who may never come. 

RUCO’s excess capacity adjustment may be the key to hold rates in check 

and may encourage future homebuyers to purchase in ECR. Build-out 

would allow approximately 1,000 ratepayers to pay for a system that it is 

built for today and not the 650 ratepayers that exist now. Another 50 
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percent increase in rates now could very well destabilize an already shaky 

real estate market and drive people away from buying in ECR. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What adjustment(s) does RUCO make to GWC’s plant in service to 

account for the Company’s excess capacity? 

RUCO’s excess capacity adjustment reduces plant in service by 

$1,360,580 and decreases the corresponding accumulated depreciation 

balance by $269,307 using the same criteria. The adjustment is shown on 

RUCO Surrebuttal Schedules TJC- 5, TJC-3, and TJC-2. 

Adiustment No. 3 - Advances in Aid of Construction (“AIAC”) 

Did the Company address RUCO’s AlAC adjustment in its rebuttal 

testimony? 

No, not directly. RUCO believes the Company carte blanche addressed 

RUCO’s AlAC adjustment through its comments regarding the excess 

capacity adjustment, which was addressed in great detail on the previous 

pages here. 

Please explain RUCO’s surrebuttal adjustment to the Company’s AlAC 

balance because you mentioned earlier that it was unique as compared to 

RUCO’s overall excess capacity adjustment for plant in service. 

RUCO’s AlAC adjustment allowed 100 percent of the AlAC balance 

authorized in Commission Decision No. 69404, which was $971,695. The 
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AlAC added since that Decision was $1,130,210. RUCO allowed 55.94 

percent of the additional AlAC ($971,695 + ($1,130,210 x 55.94%) = 

$1,603,922) since the last rate case referenced above. 

Q. 

A. 

Q. 

A. 

How did RUCO determine that 55.94 percent of the newly added AlAC 

since the Company’s last rate case should be allowed? 

RUCO’s AlAC calculation of the 55.94 percent is shown on RUCO’s 

Surrebuttal Schedule TJC-6, page 2 of 2. The calculation resembles a 

weighted cost of capital calculation. The calculation determines each 

plant account additions since GWC’s last rate case and divides the 

amount of each plant account additions to the total plant additions of 

$3,087,948, which results in a percentage for each plant account in the 

third column labeled “Percentage to Total.” That percentage is then 

multiplied by the percentage of each plant account that RUCO deems as 

the used and useful factor for that particular account, which results in a 

weighted average for each account. The last column on Schedule TJC-6, 

page 2 of 2 is then summed up to obtain the 55.94 percent AlAC used and 

useful factor. 

What adjustment does RUCO make to the Company’s adjusted test year 

AlAC balance to account for the Company’s excess capacity? 

RUCO decreases GWC’s AlAC balance by $497,983, which results in an 

increase to the Company’s rate base accordingly. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Adiustment No. 4 - Accumulated Deferred Income Taxes (“ADIT”) 

Did the Company address RUCO’s ADIT adjustment in rebuttal 

testimony? 

The Company briefly addressed RUCO’s ADIT adjustment and made 

some minor calculation corrections for calculating the tax basis of the fixed 

assets on a separate schedule. 

Does RUCO accept the Company’s corrections to the tax basis of the 

fixed assets? 

Yes. 

What adjustment does RUCO make to the Company’s adjusted test year 

ADIT balance in surrebuttal? 

RUCO’s adjustment increases the ADIT liability balance by $50,545, 

which decreases rate base accordingly to account for RUCO’s excess 

capacity adjustments and fixed asset balances. 

OPERATING INCOME ADJUSTMENTS 

Q. 

A. Overall, RUCO’s surrebuttal operating income adjustments are quite 

similar to its direct testimony operating income adjustments, which were 

all explained there, with two exceptions. 

Please explain RUCO’s overall surrebuttal operating income adjustments. 
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Q. 

4. 

3. 

4. 

Please explain RUCO’s two surrebuttal operating income adjustment 

exceptions that are different than in RUCO’s direct testimony. 

The two exceptions are RUCO’s surrebuttal operating income adjustment 

#6. In direct testimony, that adjustment was to remove meals charged to 

contractual services. Here in surrebuttal the meal expenses adjustment 

was eliminated as being de minimis. In surrebuttal, a water testing 

expense adjustment replaced it. 

Each of RUCO’s operating income adjustments will be briefly explained 

here. A more thorough explanation for each adjustment is contained in 

RUCO’s direct testimony. The adjustments are as follows: 

Adjustment No. 1 - Depreciation Expense 

Please explain RUCO’s adjustment to the Company’s adjusted test year 

depreciation expense. 

RUCO’s adjustment to depreciation expense reflects the Commission’s 

approved depreciation rates applied to RUCO’s recommended plant 

balances due to RUCO’s Original Cost Rate Base (“OCRB”) adjustment 

#2 for excess capacity as shown on Schedule TJC-3 on line 1, column 

(C). RUCO’s depreciation expense adjustment is shown on Schedule 

TJC-9 on line 19, column (9). The depreciation expense adjustment’s 

detail is shown on Schedule TJC-10. 
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Q. 

A. 

Q. 

A. 

What adjustment did RUCO make to the Company’s adjusted Test Year 

depreciation expense? 

RUCO’s adjustment reduces the Company’s adjusted test year 

depreciation expense by $44,136. The adjustment was driven by RUCO’s 

rate base adjustment #2 for excess capacity and is shown on Schedule 

TJC-10 

Adiustment No. 2 - Property Tax Expense 

What adjustment was necessary to the Company’s adjusted test year 

property tax expense in RUCO’s surrebuttal testimony? 

RUCO decreased the Company’s adjusted test year property tax expense 

by $3,570. The adjustment is due solely to the differences between the 

Company and RUCO’s recommended level of proposed revenue. The 

adjustment is shown on Schedule TJC-11. 

RUCO also adopted Staffs method of including the effective property tax 

rate into the gross revenue conversion factor (“GRCF”) for consistency 

sake. The Company also adopted the same method in its rebuttal 

testimony for the same reason. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Adjustment No. 3 - Revenue and Expense Annualization 

What adjustment was necessary to account for the Company’s updated 

rebuttal adjusted test year metered water revenue and purchased power 

expense in RUCO’s surrebuttal testimony? 

RUCO accepted the Company’s newly revised rebuttal revenue and 

expense annualization adjustment that corrected several billing 

determinants. GWC thoroughly explains the problem(s) that were found in 

its direct Application H Schedules and corrected them in rebuttal. RUCO 

increased metered water revenue by $21,708 and increased purchased 

power expense by $577 accordingly as shown on Schedule TJC-9, 

Column (D). RUCO and the Company should be in agreement on this 

adjustment. 

Adiustment No. 4 - Salaries and Wages 

Did the Company accept RUCO’s direct adjustment to salaries and wage 

expense? 

No. 

Does RUCO recommend the same adjustment to salaries and wage 

expense that it did in direct testimony? 

Yes. 
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Q. 

4. 

a. 

4. 

a. 

4. 

How did the Company respond in rebuttal to RUCO’s adjustment to 

salaries and wage expense? 

The Company basically responds that “the Company’s proposed $40,000 

annual salary is very reasonable. If GWC were to hire someone other 

than Mr. Sears to perform the same duties as Mr. Sears, the annual 

compensation required would be much higher.” In the Company’s last 

rate case, the Commission approved Mr. Sears’ annual salary of $32,000 

in Decision No. 69404 at I O .  RUCO continues to oppose the Company’s 

proposed $8,000 or 25 percent increase. 

How does RUCO respond in its surrebuttal testimony to the Company’s 

rebuttal comments concerning Mr. Sear’s salary and wage expense? 

All of the Company’s comments regarding RUCO’s adjustment to Mr. 

Sear’s salary and wage expense does not alleviate the fact that a 25 

percent wage increase in today’s current economic market and downturn 

is simply excessive. RUCO maintains its direct testimony reasoning here 

in surrebuttal testimony. 

Please briefly explain what adjustment to salary and wage expense that 

RUCO also recommends in its surrebuttal testimony. 

RUCO’s adjustment decreases the Company’s $40,000 adjusted Test 

Year salary and wage expense by $4,986. I will note that RUCO went out 

six-months beyond the Test Year when calculating the inflation factor to 
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be applied to the Test Year book result of $32,000. There were payroll 

taxes that were also affected. RUCO reduced the associated payroll 

taxes by the same inflation factor. The adjustment for payroll taxes was 

reduced by $372. These adjustments can be seen on Schedule TJC-9 on 

lines 5 and 20 in column (E). The detail of RUCO’s wage and salary 

expense adjustment is shown on Schedule TJC-12. 

a. 

4. 

a. 

4. 

a. 

4. 

Adiustment No. 5 - Contractual Services 

Did the Company accept RUCO’s direct adjustment to contractual 

services expense? 

No. 

Does RUCO recommend the same adjustment to contractual services 

expense that it did in direct testimony? 

Yes. 

How did the Company respond in rebuttal to RUCO’s adjustment to 

contractual services expense? 

The Company basically responds in a manner that is quite similar in 

nature to RUCO’s previous adjustment for salary and wage expense. The 

Company stated that “Mr. Shiner’s responsibilities and time devoted to the 

Company increased between 2005 and 2009.” RUCO’s adjustment 

recognizes that fact and allows 38 percent of the Company’s adjustment. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

How does RUCO respond in its s rrebuttal testimony to the Company’s 

rebuttal comments concerning Mr. Shiner’s increase in contractual 

services expense? 

Again, all of the Company’s comments regarding RUCO’s adjustment to 

Mr. Shiner’s increase in contractual services expense does not alleviate 

the fact that a 25 percent wage increase in today’s current economic 

market and downturn is simply excessive. RUCO maintains its direct 

testimony reasoning here in surrebuttal testimony. 

Please briefly explain what adjustment to contractual services expense 

that RUCO also recommends in its surrebuttal testimony. 

RUCO’s adjustment decreases the Company’s $4,000 adjustment by 

$2,493. There were no payroll taxes associated with this expense since it 

is for outside contractual services. The adjustment is shown on Schedule 

TJC-9 on line 11 in column (F). The detail of RUCO’s contractual services 

adjustment is shown on Schedule TJC-13. 

Adiustment No. 6 -Water Testing Expense 

Please explain RUCO’s adjustment that increases the Ldmpany’s water 

testing expense by $1,568. 

RUCO’s adjustment adopts Staffs Engineering recommendation that 

increased GWC’s adjusted Test Year water testing expense by $1,568. 
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Q. 

4. 

Q. 

4. 

The Company accepted Staff’s adjustment in rebuttal as RUCO do 

in surrebuttal. 

Adiustment No. 6 - Income Tax Expense 

s here 

Have you calculated income tax expense based on RUCO’s surrebuttal 

recommended adjusted operating income? 

Yes. This adjustment is shown on Schedule TJC-15 for GWC. 

Have you included an interest synchronization calculation in your 

computation of income tax expense? 

Yes. The interest synchronization calculation, which computes an interest 

expense deduction for income taxes, can be viewed in the schedules 

noted above. The interest synchronization calculation is the adjusted rate 

base multiplied by the weighted cost of debt. 

RATE DESIGN 

Q. Is RUCO recommending a rate design that reflects its $8,715 revenue 

increase, which is shown on RUCO’s revenue requirement Schedule TJC- 

1 on line 8 in column (B) for GWC? 

4. Yes. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Please describe RUCO’s rate design? 

It essentially mirrors the Company’s overall structure for designing rates. 

Both the Company and RUCO recommend shifting more of the revenue to 

be derived through the commodity rate(s) rather than the monthly fixed 

charge. 

The rate design consists of three-inverted blocks of rates for the 5/8 x 3/4 

inch and % inch meters for all classes of customers. The remaining meter 

sizes consist of two-inverted blocks of rates. RUCO utilizes the same 

break-over points of usage that the Company proposes. 

What level of revenue does RUCO’s surrebuttal rate design produce? 

RUCO’s rate design generates $589,439 in metered water revenues. 

With the Company’s miscellaneous revenues of $1 3,738, RUCO’s rate 

design plus the miscellaneous revenues produce RUCO’s proposed 

annual revenue of $603,177. That is three-dollars more than reflected in 

Schedule TJC-1 on line IO. 

What amount of revenues does the Company’s present rates and rebuttal 

proposed rates generate compared to RUCO’s surrebuttal recommended 

rates? 

GWC’s present rates generate the following revenues for its different 

customer classifications as shown on the next page: 
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a. 

4. 

Meter 
Sizes 

518 x %11 

%’, 
1 ” 

1 
1 %’, 
2 l’ 

518 x %l’ 

Classification 

Residential 
Residential 
Residential 

Com me rcial 
Commercial 
Commercial 

Construction 

Company 
Present 

Revenues 

$438,217 
88,623 
6,812 

13,599 
45% 

14,440 

3,456 

Company 
Proposed 
Revenues 

$ 625,588 
1 19,680 
10,803 

31,159 
3,200 

26,887 

0 

Total Revenues $565,605 $817,317 * 

* With Revenue Annualization 

RUCO 
Recommended 

Revenues 

$442,579 
95,833 
6,008 

24,591 
2,322 

18,107 

0 

$589,440 * 

These amounts are shown in RUCO’s Rate Design Schedules TJC RD-1 

thru TJC RD-7 and on the Company’s Schedule H-I in the “Total 

Revenues at Present Rates” column. 

What is the impact of RUCO’s recommended rates on an average bill for a 

518 x % inch and % inch metered residential customer? 

The 5/8 x % inch metered customer represents 85.7 percent of the 

Company’s total customers. The present monthly bill for a 518 x % inch 

residential customer using an average of 5,520 gallons is $66.98. 

RUCO’s recommended monthly bill for a 518 x % inch residential customer 

using an average of 5,520 gallons is $66.84, a decrease of $0.14 or two- 

tenths of one percent less than the present rates. 
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The present monthly bill for a % inch residential customer using an 

average 6,028 gallons is $91.08. RUCO’s recommended monthly bill for a 

% inch residential customer using an average of 6,028 gallons is $89.39, a 

decrease of $1.69 or 1.9 percent less than the present rates. 

The customer classifications’ average and median rates are shown on the 

respective Schedules TJC RD-5 for the residential and commercial 

classifications. The same information is provided for the 

construction/standpipe customer classification on Schedule TJC RD-1. 

2. 

4. 

Why are some customers receiving rate decreases as noted above 

because RUCO is recommending a rate increase of $8,715? 

The reason why some residential customers are receiving small rate 

decreases is due to RUCO’s rate design structure that moves more 

revenues into the commodity charges and less in the monthly minimum 

charge. However, as soon as a customer exceeds the average gallon 

consumption point, the customer will see an increase in their bill under 

RUCO’s recommended rate design over the Company’s present rate 

design because RUCO’s commodity rates are higher than the Company’s 

present commodity rates. Thus, a customer is awarded in lower monthly 

bills if he/she practices conservation whenever more revenues are moved 

to the commodity charges versus the monthly minimum charge. But 
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again, once the customer exceeds the average consumption point, the 

reverse is true. 

OTHER ISSUES 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What other issue(s) would RUCO want to address? 

One of the two other issues is RUCO’s proposed HUF, which was fully 

discussed on pages 6 thru 8. 

The second issue was RUCO’s proposal for the Commission to grant 

GWC a deferred accounting order that would allow the Company to 

recover any foregone depreciation expense from RUCO’s excess capacity 

adjustment in a future rate case. This was more fully discussed earlier on 

page 8. 

Does your silence on any issue constitute RUCO’s acceptance. 

No. 

Does this conclude your surrebuttal testimony? 

Yes, it does. 
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Arizona Corporation Commission 00 L 
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GOODMAN WATER COMPANY FOR 1 
HOOK-UP FEE TARIFF 1 

1 

IN THE MATTER OF THE APPLICATION OF) 

REVIEW AND APPROVAL OF PROPOSED ) 

6 
DOCKET N0.W-02500A-9- . -  my) 

APPLICATION 

In compliance with Decision No. 69404, dated April 16,2007, Goodman Water Company 

("Goodman") submits for Staff's review this proposed Hook-Up Fee Tariff. The proposed Hook- 

Up Fee Tariff and related hook-up fees would be applicable to new customer connections to 

Goodman's system. The capital expenditures related to the proposed hook-up fees pertain to 

Goodman's construction requirements for the 2008-201 1 time period. The anticipated new 

customer growth during this period is 724 new customer connections. The off-site facilities in 

question include a we11 #3 and related equipment and engineering. The proportion of anticipated 

construction costs proposed to be funded by the proposed hook-up fees is 40%. 

Attached to this Application as Exhibit "A" is a schedule setting forth the assUmptions and 

estimated future capital expenditures upon which the proposed hook-up fees are based. Exhibit 
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GOODMAN WATER COMPANY - SURREBUTTAL RESIDENTIAL RATE DESIGN 
TEST YEAR ENDED DECEMBER 31,2009 
RECOMMENDED RATES 

DOCKET NO. W-02500A-10-0382 
SCHEDULE TJC RD-3 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 

[RESIDENTIAL. COMMERCIAL AND MlSC CUSTOMERS) 
518 - INCH 
314 -INCH 
1 -INCH 
1 1/2 -INCH 
2 - INCH 
3 -INCH 
4 -INCH 
6 - INCH 
8 - INCH 

10- INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM US GE CH 

RESIDENTIAL, COMMERCIAL AND MlSC CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

518 - INCH 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1.000GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000GAL OVER MINIMUM) - 

3/4 - INCH 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 

1 -INCH 
COMMODITY RATE (PER 1,000GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 

1 1/2 - INCH 
COMMODITY RATE (PER 1.000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1 OOOGAL OVER MINIMUM) - 
COMMODITY RATE {PER 1,000GAL OVER MINIMUM) - 

2 - INCH 
COMMODITY RATE (PER 1,000GAL OVER MINIMUM) 
COMMODITY RATE (PER 1,000GAL OVER MINIMUM) 
COMMODITY RATE (PER 1,000GAL OVER MINIMUM) 

3 - INCH 
COMMODITY RATE (PER 1.000GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 

4 -INCH 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL OVER MINIMUM) - 

6 - INCH 
COMMODIN RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODIN RATE (PER 1,000 GAL OVER MINIMUM) - 

8 -INCH 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1 000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1 000 GAL OVER MINIMLM) - 

10 -INCH 
COMMODITY RATE (PER 1.000GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 
COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 

RGE: 

ZERO TO 
4,001 TO 

OVER 

ZERO TO 
OVER 
OVER 

ZERO TO 
OVER 
OVER 

ZERO TO 
OVER 
OVER 

ZERO TO 
45,001 TO 

OVER 

ZERO TO 
68.001 TO 

OVER 

ZERO TO 
90,001 TO 

OVER 

ZERO TO 
135,001 TO 

OVER 

ZERO TO 
OVER 
OVER 

ZERO TO 
OVER 
OVER 

4,000 GALLONS: 
9,000 GALLONS: 
9,000 GALLONS: 

4,000 GALLONS: 
9,000 GALLONS 
9,000 GALLONS: 

22,500 GALLONS: 
999,999,999,999,999,000 GALLONS: 
999,999,999,999,999,000 GALLONS: 

34,000 GALLONS. 
999,999,999,999,999,000 GALLONS. 
999,999,999,999,999,000 GALLONS: 

45,000 GALLONS: 
999,999,999,999,999,000 GALLONS: 
999,999,999,999,999,000 GALLONS: 

68,000 GALLONS: 
999,999,999,999,999,000 GALLONS: 
999,999,999,999,999,000 GALLONS: 

90.000 GALLONS: 
999,999,999,999,999,000 GALLONS: 
999,999,999,999,999,000 GALLONS: 

135,000 GALLONS 
999,999,999,999,999,000 GALLONS. 
999,999,999,999,999,000 GALLONS. 

0 GALLONS: 
999,999,999,999,999,000 GALLONS: 
999,999,999,999,999,000 GALLONS: 

0 GALLONS: 
999,999,999,999,999,000 GALLONS: 
999,999,999,999,999,000 GALLONS: 

PRESENT 
RATES 

$42 20 
63 30 

105 50 
211 50 
339 68 
675 20 

1 055 00 
2.11000 

0 00 
0 00 

0 

$ 395 
$ 591 
$ 711 

$ 395 
$ 591 
$ 711 

$ 591 
$ 711 
$ -  

$ 591 
$ 711 
$ -  

$ 591 
$ 711 
$ -  

$ 591 
$ 711 
$ -  

$ 591 
$ 711 
$ -  

$ 591 
$ 711 
$ -  

$ 591 
$ 711 
$ -  

$ 591 
$ 711 
$ -  

0.00 
0.00 

0 

6.28 
11.27 
13.41 

6.28 
11.27 
13.41 

11.27 
13.41 
13.41 

11.27 
13.41 

11.27 
13.41 

11.27 
13.41 

11.27 
13.41 

11.27 
13.41 

10.92 
13.13 

10.92 
13 13 

COMPANY 
PROPOSED 

$52 20 
78 30 

130 50 
261 01 
417 61 
835 22 

1.305 04 
2,610 07 

0 

4 55 
7 00 
8 80 

4 55 
7 00 
8 80 

7 00 
8 80 

7 00 
8 80 

7 00 
8 80 

7 00 
8 80 

7 00 
8 80 

7 00 
8 80 

7 00 
8 80 

7 00 
8 80 

RUCO 
PROPOSED 

$38 00 
57 00 
95 00 

190 00 
304 00 
570 00 
950 00 

1,900 00 
3 800 00 
7 600 00 
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GOODMAN WATER COMPANY - SURREBUTTAL COMMERCIAL RATE DESIGN 
TESTYEAR ENDED DECEMBER 31.2009 
RECOMMENDED RATES 

DOCKET NO. W-02500A-I 0-0382 
SCHEDULE TJC RD-3 

LINE 
u 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 
39 

40 
41 
42 
43 
44 

45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

DESCRIPTION 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 

{RESIDENTIAL. COMMERCIAL AND MISC. CUSTOM ERS) 
518 -INCH 
314 -INCH 
1 -INCH 
1 1R - INCH 
2 - INCH 
3 -INCH 
4 ~ INCH 
6 - INCH 
8 -INCH 

10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

518 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 4,001 TO 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 

314 - INCH 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - ZERO TO 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 

4,000 GALLONS: 
9,000 GALLONS: 
9,000 GALLONS: 

4,000 GALLONS: 
9,000 GALLONS: 
9,000 GALLONS: 

1 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 22,500 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

1 1R  INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 34,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

2 ~ I N C I I  
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 45,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 45,001 TO 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

3 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 68,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 68,001 TO 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

4 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 90,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 90,001 TO 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

6-I" 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 135,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 135,001 TO 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

8 -INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 0 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

10 -INCH 
0 GALLONS: COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 

COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

PRESENT COMPANY RUCO 
RATES PROPOSED PROPOSED 

$42.20 
63.30 

105.50 
211.50 
339.68 
675.20 

1,055.00 
2,110.00 

0.00 
0.00 

0 

$ 3.95 
$ 5.91 
$ 7.11 

$ 3.95 
$ 5.91 
$ 7.11 

$ 5.91 
$ 7.11 
$ -  

$ 5.91 
$ 7.11 
$ -  

$ 5.91 
$ 7.11 
$ -  

$ 5.91 
$ 7.11 
$ -  

$ 5.91 
$ 7.11 
$ -  

$ 5.91 
$ 7.11 
$ -  

$ 5.91 
$ 7.11 
$ -  

$ 5.91 
$ 7.11 
$ -  

$52.20 $38.00 
78.30 57.00 

130.50 95.00 
261.01 190.00 
417.61 304.00 
835.22 570.00 

1,305.04 950.00 
2.610.07 1,900.00 

0.00 3,800.00 
0.00 7,600.00 

0 0 

$ 6.28 $ 4.55 
$ 11.27 $ 7.00 
$ 13.41 $ 8.80 

$ 6.28 $ 4.55 
$ 11.27 $ 7.00 
$ 13.41 $ 8.80 

$ 11.27 $ 7.00 
$ 13.41 $ 8.80 
$ 13.41 $ - 

$ 11.27 $ 7.00 
$ 13.41 $ 8.80 
$ - $ -  

$ 11.27 $ 7.00 
$ 13.41 $ 8.80 
$ - $ -  

$ 11.27 $ 7.00 
$ 13.41 $ 8.80 
$ - $ -  

$ 11.27 $ 7.00 
$ 13.41 $ 8.80 
$ - $ -  

$ 11.27 $ 7.00 
$ 13.41 $ 8.80 
$ - $ -  

$ 11.27 $ 7.00 
$ 13.41 $ 8.80 
$ - $ -  

$ 11.27 $ 7.00 
$ 13.41 $ 8.80 
$ - $ -  
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Goodman Water Company 
Docket No. W-025OOA-10-0382 
Test Year Ended December 31,2009 

SCH. 
NO. 

TJC-1 

TJC-2 

TJC-3 

TJC-4 

TJC-5 

TJC-6 

TJC-7 

TJC-8 

TJC-9 

TJC-10 

TJC-11 

TESTIMONY 

TJC-12 

TJC-13 

TESTIMONY 

TJC-14 

TJC-15 

. .  

TABLE OF CONTENTS TO TJC SURREBUTTAL SCHEDULES 

Surrebuttal Schedules 

PAGE 
NO. TITLE 

1 & 2  

1 

1 

1 - 5  

1 

1 & 2  

1 & 2  

1 

1 

1 

1 

1 

1 

1 

1 

1 

REVENUE REQUIREMENT 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

ORIGINAL COST RATE BASE ADJUSTMENTS 

RATE BASE ADJUSTMENT NO. 1 - TEST YEAR END PLANT AND ACCUMULATED DEPRECIATION 

RATE BASE ADJUSTMENT NO. 2 - EXCESS CAPACITY 

RATE BASE ADJUSTMENT NO. 3 - ADVANCES IN AID OF CONSTRUCTION ("AIAC) 

RATE BASE ADJUSTMENT NO. 4 - ACCUMULATED DEFERRED INCOME TAXES 

SUMMARY OF OPERATING INCOME 

OPERATING INCOME ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO. 1 - TEST YEAR DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 2 - PROPERTY TAX EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 3 - REVENUE & EXPENSE ANNUALIZATION 

OPERATING INCOME ADJUSTMENT NO. 4 - SALARIES &WAGE EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 5 - CONTRACTUAL SERVICES EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 6 - WATER TESTING EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 7 - INCOME TAX EXPENSE 

COST OF CAPITAL 



Goodman Water Company 
Docket No. W-02500A-10-0382 
Test Year Ended December 31.2009 

LINE 
NO. 

1 

- 

2 

3 

4 

5 

6 

7 

a 
9 

10 

11 

12 

REVENUE REQUIREMENT 

DESCRIPTION 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L2 I L1) 

Required Operating Income (L5 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L4 - L2) 

Gross Revenue Conversion Factor (RLM-1, Pg 2) 

Increase In Gross Revenue Requirement (L7 X L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Percentage Increase In Revenue (L8 / L9) 

Rate Of Return On Common Equity 

(A) 
COMPANY 

OCRBlFVRB 
COST 

$ 2,402,221 

73,883 

3.08% 

$ 253.1 94 

10.54% 

$ 179,311 

1.6254 

I S  291,454 I 
572,751 

864,204 

50.89% 

11 .OO% 

Schedule TJC-1 
Surrebuttal Schedules 

Page 1 of 2 

(B) 
RUCO 

OCRB/FVRB 
COST 

$ 1,755,118 

131,842 

7.51 % 

$ 137,790 

7.85% 

$ 5,948 

1.4653 

1% 8,715 I 
594,459 

603,174 

1.47% 

9.00% 

References: 
Column (A): Company Schedules A-I, B-1, and C-I 
Column (B): RUCO Schedule TJC-1, page 2, TJC-2, TJC-8, and TJC-19 



Goodman Water Company 
Docket No. W-02500A-10-0382 
Test Year Ended December 31,2009 

Schedule TJC-1 
Surrebuttal Schedules 

Page 2 of 2 

LINE 
NO. 

8 
9 
10 
11 
12 
13 

14 
15 
16 

17 
18 
19 

20 

21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

35 
36 

37 

38 
39 
40 

REVENUE REQUIREMENT - CONT'D 
GROSS REVENUE CONVERSION FACTOR 

DESCRIPTION (A) (B) (C) (D) 

CALCULATION OF GROSS REVENUE CONVERSION FACTOR: 
Revenue 1 .oooo 

Subtotal (L1 thru L2) 1 .oooo 
0.3175 

Subtotal (L4 - L5) 0.6825 
Revenue Conversion Factor (L1 I L6) 

CALCULATION OF EFFECTIVE TAX RATE: 

Arizona State Income Tax Rate 
Federal Taxable Income (Col. (D), L37) 
Applicable Federal Income Tax Rate (Col. (D), L34) 
Effective Federal Income Tax Rate (LIO X L11) 
Combined Federal And State Income Tax Rate (L9 + L12) 

CALCULATION OF EFFECTIVE PRPERTY TAX FACTOR: 

Combined Federal and State Tax Rate 31.0680% 
1 Minus Combined Income Tax Rate 68.9320% 
Property Tax Factor 0.009941067 
Effective Property Tax Factor 0.006852576 
Combined Federal, State and Property Tax RateTax Rate 31.7533% 

RUCO Required Operating Income (Sch. TJC-1, Col. (B), L4) $ 137,790 
RUCO Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Col. (B), L2) 131,842 
Required Increase In Operating Income (L14 - L15) $ 5,948 

Income Taxes On Recommended Revenue (Col. (D), L34) $ 42,716 
Income Taxes On Test Year Revenue (Col. (D), L35) 40,035 
Required Increase In Revenue To Provide For Income Taxes (L17 - L18) 

Property Tax with Recommended Revenue $ 17,815 
Propertry Tax on TestYear Revenue 17,729 
Increase in Property Tax Due to Increase in Revenue $ 87 

Total Required Increase In Revenue (L16 + L19) $ 8,715 
RUCO 

RUCOs CALCULATION OF INCOME TAX Recommended 
RUCO Proposed Revenue (Sch. TJC-1, Col. (B), LIO) $ 603,174 
Less: 

422,668 
43,013 

Arizona Taxable Income (L21 - L22 - L23) $ 137,493 
Arizona State Income Tax Rate 6.9680% 
Arizona Income Tax (L24 X L25) $ 9,580 
Fed. Taxable Income (L24 - L26) $ 127,912 
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15% $ 7,500 

Proposed Bad Debt Expense (Per Co. Workpapers) 

Combined Federal And State Tax Rate (L13) 

I 1.4653 I 

Operating Income Before Taxes (Arizona Taxable Income) 100.0000% 
6.9680% 

93.0320% 
25.9051% 
24.1000% 
31.0680% 

Unity 100.0000% 

2.681 

Operating Expense Excluding Income Tax (TJC-8, Cot. (E), L23 - L22) 
Synchronized Interest (Col. (C), L40) 

Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25% 
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34% 
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39% 
Fed. Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34% 
Total Federal Income Tax (L28 + L29 + L30 + L31 + L32) 
Combined Federal And State Income Tax (L26 + L33) 

RUCO Adj'd Test Year Combined Federal and State Income Tax (TJC-8, Col. (C), L22) 
RUCO Proposed Income Tax Adjustment (L34 - L35) (See TJC-8, Col. (D), L22) 

Applicable Federal Income Tax Rate (Col. (D), L33 I Col. (C), L27) 

CALCULATION OF INTEREST SYNCHRONIZATION: 
Rate Base (Sch. TJC-1, Col. (B), L1) 
Weighted Avg. Cost Of Debt (Sch. TJC-17, Col. (C), L1) 
Synchronized Interest (L38 X L39) 

6,250 
8,500 

10,886 

$ 33,136 
$ 42,716 

$ 40,035 
$ 2,681 

25.91% 

$ 1,755,118 
2.45% 

$ 43,013 



Goodman Water Company 
Docket No. W-025OOA-10-0382 
Test Year Ended December 31,2009 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

(A) (B) 
COMPANY 

LINE AS FILED RUCO 

Schedule TJC-2 
Surrebuttal Schedules 

Page 1 of 1 

1 

2 
3 
4 

5 

6 
7 
8 

9 
10 

11 

12 

13 

14 

15 

(C) 
RUCO 

S ADJUSTED 
NO. DESCRIPTION OCRBlFVRB ADJUSTMENTS OCRB/FVRB 

Gross Utility Plant In Service $ 5,453,761 $ (1,360,580) $ 4,093,181 

Accumulated Depreciation 
Rounding 

Net Utility Plant In Service (L1 + L2 + L3) 

Less: 
Advances In Aid Of Const. 

Contribution In Aid Of Const. 

NET ClAC (L6 + L7) 
Accumulated Amortization Of ClAC 

Customer Meter Deposits 
Customer Hydrant Meter Deposits 

Accumulated Deferred Income Taxes 

Unamortized Finance Charges 

Deferred Regulatory Assets 

Allowance For Working Capital 

TOTAL RATE BASE (Sum L's 4,5,8,9 Thru 14) 

(731,205) 266,039 (465,165) 
(1) (1) 

$ 4,722,556 $ (1,094,541) $ 3,628,015 

$ (2,101,905) $ 497,983 $ (1,603,922) 

$ - $  - $  

$ - $  - $  

$ (83,087) $ - $  (83,087) 
$ - $  - $  

(50,545) $ (185,888) $ (135,342) $ 

$ - $  - $  

$ - $  - $  

$ - $  - $  

$ 2,402,221 $ (647,103) $ 1,755,118 

References: 
Column (A): Company Schedule B-I, Page 1 And Workpapers Schedule E-I 
Column (B): TJC-3, Columns (8) Thru (G) 
Column (C): Column (A) + Column (B) 
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Goodman Water Company 
Docket No. W-02500A-10-0382 
Test Year Ended December 31,2009 

RUCO's RATE BASE ADJUSTMENT NO. 3 
EXCESS CAPACITY ADJUSTMENT TO ADVANCES IN AID OF CONSTRUCTION ("AIAC") 

LINE 
NO. DESCRIPTION 

1 AlAC Balance Per Prior Decision No. 69404 

2 AlAC Added Since Prior Decision No. 69404 

3 

4 AlAC Balance Per RUCO 

5 RUCOs AlAC Adjustment 

RUCOs Used and Useful AlAC Factor (See Sch. TJC-6, page 2 of 2) 

Schedule TJC-6 
Surrebuttal Schedules 

Page 1 of 2 

(A) 

AMOUNT 

$ 971,695 

1,130,210 

55.94% 

$ 1,603,922 



Goodman Water Company 
Docket No. W-025OOA-10-0382 
Test Year Ended December 31,2009 

Line 
I No. 

RUCO's RATE BASE ADJUSTMENT NO. 3 
USED & USEFUL FACTOR FOR ADVANCES IN AID OF CONSTRUCTION ("AIAC") 

Plant Accounts 

Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lakes, Rivers, and Other Intakes 
Wells & Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipmemt 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage Tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

Total Plant Additions 

RUCO Used and Useful AIAC Factor 

New 
Plant 

Additions 

$ 22,575 

494.1 59 
172,782 

281,659 
4,894 

542,431 

982,648 
257,672 
26,766 

114,782 

187,582 

$3,087,948 

Percent 
to 

Total 

0.73% 
0.00% 

16.00% 
5.60% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
9.12% 
0.16% 
0.00% 
0.00% 

17.57% 
0.00% 
0.00% 

31.82% 
8.34% 
0.87% 
3.72% 
0.00% 
6.07% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

100.00% 

RUCO 
Percentage 

Allowed 

45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 

45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
64.1 5% 
45.67% 
45.67% 
45.67% 

100.00% 
100.00% 
100.00% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 
45.67% 

45.67% 

Schedule TJC-6 
Surrebuttal Schedules 

Page 2 of 2 

Weighted 
Average 

0.33% 
0.00% 
7.31 % 
2.56% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
4.17% 
0.07% 
0.00% 
0.00% 

11.27% 
0.00% 
0.00% 

14.53% 
8.34% 
0.87% 
3.72% 
0.00% 
2.77% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

p 3 q  



t - I- 8 
i 
0 

% 

:: 
E 
k 

0 - 

P 
9 
k 
n a 

0 

Q 
h 

.- a m 
7 
v 
c 

N 
0 
N 
a, m 
m a 
W 
W 
v) 

c 

u) 

0 

0 
0 
U 

9 
s 



te 

e9 I - I  



Goodman Water Company 
Docket No. W-02500A-10-0382 
Test Year Ended December 31,2009 

S 

LINE 
NO. 

1 
2 
3 
4 

- 

5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 

a 

18 

23 

24 

Schedule TJC-8 
Surrebuttal Schedules 

Page 1 of 1 

IMMARY OF OPERATING INCOME 

(A) (B) (C) (D) (E) 
COMPANY RUCO RUCO RUCO RUCO 

AS TEST YEAR TEST YEAR PROPD AS 
DESCRIPTION FILED ADJM'TS AS ADJ'TED CHANGES RECOMM'D 

Revenues: 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 
TOTAL WATER REVENUES 

Operating Expenses: 
Salaries and Wages 
Purchased Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Ofice Supplies and Expenses 
Contractual Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

$ 559,013 $ 21,708 580,721 $ 8,715 $ 589,437 

I 3,738 I 3,738 13,738 
$ 572,751 $ 21,708 $ 594,459 $ 8,715 $ 603,174 

$ 40,000 $ 

27,066 

7,746 

102,925 
1,215 

14,855 

9,669 

20,000 
378 

227,855 
2,988 

22,873 
21,299 

35,014 

27,642 

7,746 

100,432 
14,855 

2,783 

9,669 

20,000 
378 

183,719 

I 7,728 
2,615 

40,035 

$ 

a7 
2,681 

$ 35,014 

27,642 

7,746 

100,432 
I 4,855 

2,783 

9,669 

20,000 
378 

I a3,71 9 

I 7,ai 5 
2,615 

42,716 

TOTAL OPERATING EXPENSES $ 498,868 $ (36,250) $ 462,617 $ 2,767 $ 465,384 

OPERATING INCOME (LOSS) $ 73,883 $ 131,842 $ 137,790 

References: 
Column (A): Company Schedule C-I 
Column (B): TJC-9, Columns (B) Thru (H) 
Column (C): Column (A) + Column (B) 
Column (D): Revenue From TJC-1, Column (B), Line 8 And Income Tax From TJC-1, Column (B), Line 8 
Column (E): Column (C) + Column (D) 

Line 6 
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Goodman Water Company 
Docket No. W-025OOA-10-0382 
Test Year Ended December 31,2009 

Schedule TJC-10 
Surrebuttal Schedules 

Page 1 of 1 

RUCO OPERATING INCOME ADJUSTMENT NO. 1 
TEST YEAR DEPRECIATION EXPENSE 

(A) (9) (C) 
RUCO APPROVED TEST YEAR 

LINE ACCT. TOTAL PLANT DEPRECIATION RATE DEPRECIATION 
NO. NO. ACCOUNT NAME VALUE DECISION NO. 69404 EXPENSE 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

3s 

36 

37 

I 38 

39 

40 

301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lakes, Rivers, and Other Intakes 
Wells & Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipmemt 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage Tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Rounding 

$ 114,837 

225,673 
88,694 

386,591 

815,621 
13,289 

642,435 

1,077,430 
386,946 
94,263 

161,737 

85,665 

COMPANY I O  I AL PLAN I a AGGUM. UtPKt.  3 ! ,  

Less: 
Amortizations Of ClAC (TJC-2, Col. (C), Line 8) 

TOTAL DEPRECIATION EXPENSE (Line 35 + Line 36) 

Test Year Depreciation Expense As Filed (Co. Sch. C-I) 

Increase (Decrease) In Depreciation Expense (Line 37 - Line 37) 

RUCO Adjustment (Line 39) (See TJC-9, Column (B), Line 19) 

$ 

0.00% 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 
12.50% 
3.33% 
3.33% 

20.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 
20.00% 
20.00% 
4.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
10.00% 

$ 

2,954 

12,873 

101,953 
443 

14,262 

21,549 
12,885 
7,852 
3,235 

5,714 

b 183, f 1 Y 

$ 183,flY 

227,855 - 
References: Column (A): TJC-5, Column (D) 

Column (B): Per Decision No. 69404 
Column (C): Column (A) X Column (B) 



Goodman Water Company 
Docket No. W-025OOA-10-0382 
Test Year Ended December 31,2009 

LINE 
NO. 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

R 

Property Tax Calculation 

Schedule TJC-11 
Surrebuttal Schedules 

Page 1 of 1 

IC0 OPERATING INCOME ADJUSTMENT NO. 2 
PROPERTY TAXES 

(A) 

RUCO 
AS ADJUSTED 

RUCO Adjusted Test Year Revenues - 2009 $ 594,459 
Multiplied by 2 2 
Subtotal (Line 1 * Line 2) $ 1,188,918 
RUCO Adjusted Test Year Revenues - 2009 594,459 
RUCO Recommended Revenue, Per Schedule TJC-8 
Subtotal (Line 4 + Line 5) $ 1,783,376 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 

3 - 
$ 594,459 

2 
$ 1.188.918 . .  

Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) $ 1,188,918 
Assessment Ratio 20.0% 
Assessment Value (Line 12 * Line 13) $ 237,784 
Composite Property Tax Rate (Per Company Schedule C-2, Page 3, Line 16) 7.4558% 

RUCO Proposed Property Tax Expense (Line 14 * Line 15) $ 17,729 
Company Proposed Property Tax 21,299 

RUCO Test Year Adjustment (Line 16-Line 17) $ (3,5701 
Property Tax - RUCO Recommended Revenue (Line 14 * Line 15) 
RUCO Test Year Adjusted Property Tax Expense (Line 16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Decrease to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

(B) 

RUCO 
RECOMMENDED 

$ 594,459 
2 

$ 1,188,918 

603,174 
$ 1,792,092 

3 - 
$ 597,364 

L 
$ 1,194,728 

$ 1,194,728 
20.0% 

$ 238,946 
7.4558% 

$ 17,815 
17,729 

$ 87 

$ 87 
8,715 

0.994107% 

References: 
Column (A): Company Schedule C-I Page 3 
Column (B): TJC Testimony 



Goodman Water Company 
Docket No. W-025OOA-10-0382 
Test Year Ended December 31,2009 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 

RUCO OPERATING INCOME ADJUSTMENT NO. 4 
SALARIES & WAGES 

RUCO Adiustment to Salaries and Wacres 

Company Request for Annual Salary of PresidenVManager 
Amount Recorded in Test Year 
Increase (decrease) in Salaries and Wages 

Company Adjustment to Test Year Book Amount 

Inflation Factor Oct. 2005 thru June 201 0 per InflationData.com 

RUCO Adjustment to Test Year Book Amount 

RUCO Adjustment to Salaries & Wages 

Adiust Pavroll Taxes to refelect RUCO Salaries and Wacles 

FICA per Company 
FICA per RUCO 

Medicare per Company 
Medicare per RUCO 

FUTA per Company 
FUTA per RUCO 

SUTA per Company 
SUTA per RUCO 

Total Payroll Taxes per Company 
Total Payroll Taxes per RUCO 

Payroll Taxes Recorded in Test Year 

Company Increase (decrease) in Payroll Taxes 
RUCO Increase (decrease) in Payroll Taxes 

RUCO Adjustment to Payroll Taxes 

6.02% 
6.02% 

1.45% 
1.45% 

0.80% (first $7,000 of wages) 
0.80% (first $7,000 of wages) 

2.70% (first $7,000 of wages) 
2.70% (first $7,000 of wages) 

Schedule TJC-12 
Surrebuttal Schedules 

Page 1 of 1 

Amount 

$ 40,000 
32,000 
8,000 

$ 8,000 

9.42% 

$ 3,014 

$ (4,9861 

!§ 2,408 
2,108 

580 
508 

56 
56 

189 
189 

$ 3,233 
2,861 

2,693 

$ 540 
168 

$ (3721 

http://InflationData.com


Goodman Water Company 
Docket No. W-02500A-10-0382 
Test Year Ended December 31,2009 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

RUCO OPERATING INCOME ADJUSTMENT NO. 5 
CONTRACTUAL SERVICES 

Contractual Services -Jim Shiner 

Company Request for Contractual Services 201 0 
Contractual Services recorded during test year 

Company Increase (decrease) in Contractual Services 

Inflation Factor Oct. 2005 thru June 2010 per InflationData.com 

RUCO Adjustment to Test Year Book Amount 

RUCO Recommended Contractual Services for J. Shiner 

RUCO Adjustment to Contractual Services 

Schedule TJC-13 
Surrebuttal Schedules 

Page 1 of 1 

$ 20,000 
16,000 

$ 4,000 

9.42% 

$ 1,507 

17,507 

$ (2,493) 

http://InflationData.com


Goodman Water Company 
Docket No. W-025OOA-10-0382 
Test Year Ended December 31.2009 

Schedule TJC-14 
Surrebuttal Schedules 

Page 1 of 1 

RUCO OPERATING INCOME ADJUSTMENT NO. 7 
INCOME TAX EXPENSE 

(A) (W 
LINE 
NO. DESCRIPTION REFERENCE AMOUNT 

FEDERAL INCOME TAXES: 

1 

2 
3 
4 

5 
6 

7 

8 
9 

10 

11 

12 
13 
14 
15 
16 

17 

Operating Income Before Taxes 
LESS: 

Arizona State Tax 
Interest Expense 

Federal Taxable Income 

Federal Tax Rate 
Federal Income Tax Expense 

STATE INCOME TAXES: 

Operating Income Before Taxes 
LESS: 

Interest Expense 
State Taxable Income 

State Tax Rate 

State Income Tax Expense 

TOTAL INCOME TAX EXPENSE: 
Federal Income Tax Expense 
State Income Tax Expense 

Total Income Tax Expense Per RUCO 
Total Income Tax Expense Per Company (Per Company Sch. C-I) 

Total Income Tax Adjustment 

RUCO Adjustment (See Sch. TJC-9, Column (H), L22) 

NOTE (A): 
Interest Synchronization: 
Adjusted Rate Base (Sch. RLM-2, Col. (E), L15) 
Weighted Cost Of Debt (Sch. RLM-14, Col. (F), L1) 
Interest Expense (L17 X L18) 

18 
19 
20 

Sch. TJC-9, Column (H), L24 + L22 $ 171,877 

Line 11 (8.979) 
Note (A) Line 20 (43701 3 j  

Sum Of Lines 1 Thru 3 $ 11 9,885 

Sch. TJC-1, Pg 2, Col. (D), L34 25.91% 
Line 4 X line 5 $ 31,056 

$ 1,755,118 
2.45% 

$ 43,013 

Line 1 $ 171,877 

Note (A) Line 20 (43,013)- 
Sum Of Lines 7 & 8 $ 128,864 

Tax Rate 6.97% 

Line 9 X Line 10 $ 8,979 

Line 6 $ 31,056 
Line 11 

Line1 2 + Line 13 

Line 14 - Line 15 

8.979 -.- - 
$ 40,035 

22.873 

Line16 $ 17,162 



Goodman Water Company 
Docket No. W-02500A-10-0382 
Test Year Ended December 31,2009 

LINE 
NO. DESCRIPTION 

1 Long-Term Debt 

2 Common Equity 

3 Total Capitalization 

4 COST OF CAPITAL 

COST OF CAPITAL 

References: 
Columns (A) Thru (F): See Testimony Of RUCO Witness William Rigsby 

Schedule TJC-15 
Surrebuttal Schedules 

Page 1 of 1 

(A) (B) (C) 
WEIGHTED 

CAPITAL COST 
RATIO COST RATE 

40.00% 6.13% 2.45% 

9.00% 5.40% 60.00% 

100.00% 

7.85% 
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